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Current  Events 


Towards  an  ASEAN  Common 
Foreign  and  Security  Policy* 

MC.  Abad,  Jr. 


SINCE  its  establishment  in  1967, 
ASEAN  has  been  framing  a  com- 
mon foreign  and  security  policy 
without  calling  it  as  such.  It  is  a  deliberate 
effort  in  pursuit  of  the  aims  and  purposes 
of  ASEAN.  The  Declaration  of  ASEAN 
Concord  of  1976  called  for  "Strengthened 
political  solidarity  by  promoting  the  har- 
monization of  views,  coordinating  position 
and,  where  possible  and  desirable,  taking 
common  actions."'  In  fact,  one  of  the  first 
major  political  documents  of  ASEAN,  the 
Zone  of  Peace,  Freedom  and  Neutrality 
Declaration  of  1971,  was  meant  to  be  a 
"joint  action  to  give  effective  expression 
to  the  deeply  felt  desire  of  the  people  of 
Southeast  Asia  to  ensure  the  conditions  of 
peace  and  stability  indispensable  to  their 
independence  and  their  economic  well- 


'a  seminar  paper  delivered  at  the  Indonesian 
Air  Force  Staff  and  Command  School,  Bandung,  In- 
donesia, 25  January  1999. 

'section  A.7  of  the  Declaration  of  ASKAN  Con- 
cord of  1976.  This  principle  is  also  contained  in 
Article  9  of  the  Treaty  of  Amity  and  Cooperation 
in  Southeast  Asia  of  1976. 


being."  The  principles  of  the  ZOPFAN 
Declaration  have  been  reaffirmed  in  almost 
all  subsequent  major  political  documents 
of  ASEAN. 

In  the  absence  of  regional  institutions 
empowered  with  supranational  authority 
to  act  on  behalf  of  the  Member  States, 
ASEAN  political  and  security  dialogue  and 
cooperation  have  been  held  at  the  inter- 
governmental level.  The  mechanisms  for 
political  and  security  cooperation  are  the 
annual  summit  of  the  Heads  of  State  and 
Government,  the  aimual  and  special  meet- 
ings of  Foreign  Ministers,  and  the  regular 
meetings  of  ASEAN  Senior  Ofiicials  through- 
out each  year. 

Defense  consultations  and  cooperation, 
however,  were  conducted  only  at  the  bilat- 
eral level  for  almost  the  first  three  decades 
of  ASEAN.  This  practice  was  affirmed  in 
the  Declaration  of  ASEAN  Concord,  which 
encouraged  the  "Continuation  of  coopera- 
tion on  a  non-ASEAN  basis  between  the 
member  states  in  security  matters  in  accord- 
ance with  their  mutual  needs  and  interests." 
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There  are  two  fundamental  motivations, 
which  compel  ASEAN  to  have  robust  ex- 
ternal relations.  One  is  the  geographical 
location  of  Southeast  Asia.  It  is  the  bridge 
between  the  Indian  and  Pacific  Oceans 
and  it  has  vital  sea  lanes  that  give  China, 
Japan  and  the  United  States  Pacific  Coast 
access  to  the  Middle  East  and  eastern  coast 
of  Africa.  The  oil  tankers  and  freighters  that 
pass  daily  without  fail  through  these  sea 
lanes,  particularly  the  Malacca  Straits,  but- 
tress Japan's  status  as  an  industrial  power. 
Southeast  Asia  hosted  major  military  bases 
of  the  United  States  and  the  then  Soviet 
Union  for  a  long  time  until  the  end  of  the 
Gold  War.  To  maintain  its  security  and  sus- 
tain its  gains  from  its  strategic  location, 
Southeast  Asia  must  continue  to  contribute 
to  the  maintenance  of  stable  major  power 
relations  in  the  region.  The  other  motivation 
is  the  direction  of  ASEAN  trade.  Only  20 
percent  of  the  total  ASEAN  trade  moves 
within  Southeast  Asia.  Eighty  percent  goes 
to  ASEAN 's  traditional  markets  and  sources 
of  capital  ~  the  major  industrial  countries, 
such  as  the  United  States,  the  European 
Union,  and  Japan.  It  is  important  for  ASEAN 
to  maintain  constructive  relations  with  its 
economic  partners. 

The  end  of  the  Cold  War  changed  the 
dynamics  of  international  relations  and  se- 
curity and  dc-linkcd  regional  security  is- 
sues from  the  global  power  structure.  The 
early  years  of  the  1990s  were  characterized 
by  perturbed  uncertainties  over  the  so- 
called  new  world  order.  What  has  eventual- 
ly emerged  is  a  more  relaxed  and  favorable 
environment  for  regional  cooperation  and 
dialogue.  For  the  most  part,  cooperative  en- 
gagement has  replaced  containment  and 
isolationist  policies. 


It  was  about  this  time  that  ASEAN  elev- 
ated its  political  and  security  cooperation 
to  a  higher  plane.  The  uncertainties  induced 
ASEAN  to  undertake  initiatives  to  consolid- 
ate itself  and  expand  its  external  relations. 
The  consolidation  process  saw  the  enlarge- 
ment of  ASEAN  to  include  the  rest  of 
Southeast  Asian  countries.  ASEAN 's  two 
big  neighbors,  China  and  India,  have  been 
added  to  nine  other  Dialogue  Partners  of 
ASEAN.^ 

One  of  the  most  remarkable  develop- 
ments in  ASEAN  in  the  second  half  of  the 
1990s  is  the  more  active  participation  of 
the  Heads  of  Government  in  ASEAN  affairs. 
Over  a  period  of  25  years  from  1967  to  1992, 
ASEAN  leaders  met  only  4  times.  In  1995, 
the  ASEAN  leaders  decided  to  meet  annual- 
ly by  meeting  informally  in  between  formal 
summits. 

This  development  was  a  turning  point  in 
ASEAN.  Under  the  direction  of  the  Heads 
of  Government,  ASEAN 's  activities  not  only 
broadened  but  also  accelerated.  The  organ- 
ization's image  of  being  a  diplomatic  club 
dominated  by  the  foreign  ministers  has 
changed  vnth  the  establishment  or  intensi- 
fication of  cooperation  at  the  ministerial 
level  in  15  other  sectors  ranging  from  trade, 
investment,  finance,  the  environment,  to  com- 
bating transnational  crime,  among  others. 
In  1997,  the  ASEAN  Heads  of  Government 
adopted  the  ASEAN  Vision  2020.  One  year 
later,  they  adopted  a  plan  of  action  to  im- 
plement the  Vision.  The  ASEAN  leaders 
have  firmly  assumed  their  position  at  the 
helm  of  ASEAN. 

^hese  include  Australia,  Canada,  the  Euro- 
pean Union,  Japan,  New  Zealand,  Republic  of  Korea, 
the  Russian  Federation,  the  United  States  of  America, 
and  the  United  Nations  Development  Programme. 
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In  addition  to  the  regular  meetings  among 
the  ASEAN  Heads  of  Government,  ASEAN 
has  also  revived  the  past  practice  of  in- 
viting other  regional  leaders  to  participate 
in  special  sessions  both  individually  and 
collectively.  Meetings  between  the  leaders 
of  ASEAN  and  Northeast  Asian  countries, 
namely,  China,  Japan  and  the  Republic  of 
Korea  (ROK),  have  been  held  every  year  for 
two  consecutive  years  now. 

The  summit  meetings  of  the  Heads  of 
Govermnent  of  ASEAN,  China,  Japan  and 
the  ROK  in  Kuala  Lumpur  in  December 
1997  were  preceded  by  a  series  of  negoti- 
ations at  the  senior  officials  level  to  for- 
mulate joint  statements.  The  scope  and  depth 
of  the  three  joint  statements  make  them 
among  the  most  important  political  docu- 
ments in  ASEAN' s  external  relations  since 
the  end  of  the  Cold  War.  They  represent  the 
most  recent  collective  outlook  of  ASEAN 
countries  in  their  relations  with  their  neigh- 
bors. They  signify  ASEAN  Members's  re- 
affirmation of  their  commitment  to  harmon- 
ize their  views  and  take  common  actions. 

In  the  case  of  China,  the  Heads  of  Gov- 
ernment affirmed  certain  principles  and 
norms,  such  as  the  five  principles  of  peace- 
ful co-existence,  to  guide  the  promotion  of 
good-neighborly  and  friendly  relations  be- 
tween ASEAN  and  China.  They  reaffirm- 
ed their  respect  for  each  other's  independ- 
ence, sovereignty  and  territorial  integrity. 
On  other  hand,  the  leaders  of  ASEAN  and 
Japan  agreed  to  undertake  "concerted  ef- 
forts to  address  common  challenges  con- 
fronting the  region  and  the  world  in  the 
21st  century".  They  resolved  to  work  to- 
wards strengthening  the  functions  of  the 
United  Nations  and  to  promoting  interna- 


tional efforts  for  disarmament  and  non- 
proliferation.  With  the  Republic  of  Korea, 
the  leaders  "agreed  that  the  stability  and 
prosperity  of  Northeast  and  Southeast  Asia 
were  inter-linked  and  it  was  essential  for. 
both  sides  to  work  closely  together".  The 
ASEAN  leaders  called  for  maintaining  the 
1953  Korean  Armistice  Agreement  until  a 
permanent  peace  regime  in  the  Korean  Pen- 
insula is  in  place. 

ASEAN  members  also  saw  themselves 
coordinate  their  positions,  with  varying 
degrees  of  success,  in  broader  multilateral 
arrangements  such  as,  the  Asia-Pacific  Eco- 
nomic Cooperation  (APEC)  and  the  Asia- 
Europe  Meeting  (ASEM).  ASEAN  members 
know  that  their  only  chance  of  being  heard 
and  noticed  in  an  increasingly  globalized 
economy  is  by  articulating  common  posi- 
tions and  undertaking  collective  measures. 

In  its  desire  to  influence  the  direction  of 
the  newly-emerging  Asia-Pacific  regional 
order,  ASEAN  decided  to  establish  the 
ASEAN  Regional  Forum  (ARF)  in  May 
1993.  In  addition  to  the  need  to  speak  with 
one  voice,  ASEAN  believes  that  peace  is 
indivisible.  A  lasting  stability  in  Southeast 
Asia  could  only  be  secured  if  the  wider 
Asia-Pacific  region  is  stable.  The  Chairman's 
Statement  of  the  first  meeting  of  the  ARF 
recognized  that  "developments  in  one  part 
of  the  region  could  have  an  impact  on  the 
security  of  the  (Asia-Pacific)  region  as  a 
whole". 

The  ARF  has  been  established  to  pro- 
mote political  and  sccurit>'  dialogue  and  co- 
operation in  the  Asia-Pacific  region  to  main- 
tain stability,  which  is  needed  to  sustain 
economic  development.  The  ARF  Concept 
Paper  identified  three  challenges  that  need 
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to  be  addressed.  These  include  the  secur- 
ity implications  of  economic  transforma- 
tions, the  diversity  of  the  region,  and  the 
outstanding  territorial  disputes  in  the  re- 
gion including  the  overlapping  claims  in 
the  South  China  Sea.  Consistent  with  its 
step-by-step  approach,  it  has  been  agreed 
that  the  ARF  agenda  will  evolve  in  three 
stages,  namely,  confidence-building,  preven- 
tive diplomacy,  and  conflict  resolution. 

The  establishment  of  the  ARF  began 
the  process  of  an  Asia  Pacific-wide  security 
dialogue  involving  foreign,  defense,  and 
military  officers  among  the  members.  In 
so  doing,  regional  security  is  the  only  area 
where  intra-ASEAN  cooperation  started  al- 
most simultaneously  with  extra-ASEAN  co- 
operation. It  was  only  one  year  earlier  when 
ASEAN  established  a  mechanism  for  secur- 
ity cooperation  among  the  ASEAN  Mem- 
ber States.  An  annual  joint  meeting  among 
senior  foreign,  security,  and  defense  offi- 
cials, formally  known  as  the  Special  Meet- 
ing of  ASEAN  Senior  Officials  (Special 
SOM),  has  been  held  since  1992.  The  Spe- 
cial SOM  have  two  working  groups,  namely, 
the  Working  Group  on  Political  Cooperation 
and  the  Working  Group  on  Security  Co- 
operation. 

In  1997,  the  ASEAN  Heads  of  Govern- 
ment signed  the  Treaty  on  the  Southeast 
Asia  Nuclear  Weapon-Free  Zone.  The  Treaty 
is  ASEAN's  contribution  to  the  worldwide 
campaign  towards  nuclear  non-prolifera- 
tion and  disarmament.  It  is  ASEAN's  most 


ASEAN  Member  Countries  plus,  Australia.  Cam- 
bodia, Canada,  China,  the  European  Union,  India,  Ja- 
pan, Papua  New  Guinea,  Mongolia,  New  Zealand, 
Republic  of  Korea,  the  Russian  Federation,  and  the 
United  States. 


concrete  expression  of  renunciation  of  all 
weapons  of  mass  destruction.  All  Stales  Par- 
tics  to  the  Treaty  undertake  not  to  use, 
test,  develop,  manufacture  or  otherwise  ac- 
quire, posses  or  have  control  over  nuclear 
weapons.  They  have  also  agreed  not  to 
station  or  transport  nuclear  weapons  by 
any  means  anywhere  inside  or  outside  the 
Zone.  ASEAN  has  invited  all  Nuclear  Wea- 
pon States  to  support  the  Treaty  by  sign- 
ing the  Protocol  committing  themselves  not 
to  use  or  threaten  to  use  nuclear  weapons 
within  the  Southeast  Asia  Nuclear  Weapon- 
Free  Zone. 

While  the  pace  of  ASEAN's  recent  ex- 
ternal relations  activities  has  accelerated, 
the  seeds  of  what  the  author  call  evolving 
ASEAN  common  foreign  and  securit>'  pol- 
icy (ASEAN-CFSP)  have  been  planted  right 
at  the  early  years  of  ASEAN's  birth.  The 
first  ever  meetings  between  the  Heads  of 
Government  of  ASEAN  and  Australia,  New 
Zealand  and  Japan  in  1977  produced  joint 
statements  which  outlined  the  principles, 
objectives,  and  modalities  of  ASEAN  rela- 
tions with  these  individual  countries.  In 
these  three  statements,  the  leaders  of  Aus- 
tralia, Japan  and  New  Zealand  endorsed  the 
positive  role  played  by  ASEAN  in  the  re- 
gion. Moreover,  ASEAN  entered  into  various 
forms  of  cooperation  agreements  with  its 
individual  Dialogue  Partners  over  the  past 
three  decades.  Some  of  these  major  docu- 
ments include  the  ASEAN-European  Com- 
munity Cooperation  Agreement  of  1980  and 
the  ASEAN-Canada  Agreement  on  Economic 
and  Development  Cooperation  of  1981. 

The  scries  of  Joint  Communiquds  and 
Press  Statements  issued  at  the  end  of  the 
annual  and  special  meetings  of  ASEAN  For- 
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eign  Ministers  is  probably  the  most  sub- 
stantive record  of  the  evolution  of  an 
ASEAN-CFSP.  Through  these  instruments, 
ASEAN  has  been  able  to  articulate  its  views 
on  various  international  issues.  For  exam- 
ple, ASEAN  condemned  the  apartheid  sys- 
tem in  South  Africa  and  its  illegal  occupa- 

4 

tion  of  Namibia;  welcomed  the  1993  De- 
claration of  Principles  on  Interim  Self-Gov- 
emment  Arrangements  between  Israel  and 
the  Palestinian  Liberation  Organization;^  call- 
ed for  an  Inter-Korean  Summit  and  the  re- 
sumption of  the  high-level  talks  between 
the  United  States  and  North  Korea;^  de- 
plored the  aggression  against  Bosnia-Her- 

7 

zegovina  by  Serbian  forces;  and  deplored 
the  series  of  nuclear  tests  conducted  in 
South  Asia  after  the  adoption  of  the  Com- 
prehensive Test  Ban  Treaty  by  the  interna- 
tional community.^ 

In  some  of  these  joint  statements, 
ASEAN  Member  States  took  collective  po- 
sitions in  support  or  defense  of  some  spe- 
cific countries  in  Southeast  Asia.  In  1972, 
ASEAN  supported  the  Indonesian  draft 
principles  on  archipelago  states  and  other 
matters  in  the  agenda  of  the  International 
Conference  on  the  Law  of  the  Sea,  which 
led  to  the  1982  UN  Convention  on  the  Law 


4 

See  Statements  by  the  ASEAN  Foreign  Min- 
isters on  the  Situation  in  Southern  Africa,  Manila, 
23  June  1986  and  Singapore.  16  June  1987. 

^Joint  Communique  of  the  28th  AMM,  Bandar 
Sen  Begawan,  29-30  August  1995. 

*Joint  Communique  of  the  27th  AMM,  Bang- 
kok. 22-23  July  1994. 
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Joint  Communique  of  the  26th  AMM,  Singa- 
pore, 23-24  July  1993. 

8 

Joint  Communique  of  fhc  ^]s^  AMM,  Manila, 
24-25  July  1998. 


of  the  Sea.^  In  1983,  ASEAN  issued  an  ap- 
peal for  Kampuchean  independence.  Two 
years  later,  in  the  midst  of  the  Vietnamese 
military  attacks  on  the  Kampuchean  civil- 
ian encampments  in  Thailand,  ASEAN  sup- 
ported Thailand's  actions  in  the  exercise 
of  her  legitimate  rights  to  self-defense  and 
expressed  solidarity  with  Thailand  in  the 
preservation  of  her  territorial  integrity.'"  In 
1992,  ASEAN,  for  the  first  time,  issued  a 
collective  stand  on  the  South  China  Sea  dis- 
putes realizing  that  "any  adverse  develop- 
ment in  the  South  China  Sea  directly  af- 
fects peace  and  secmity  in  the  region".  Fol- 
lowing the  discovery  of  Chinese-built  struc- 
tures on  the  Michief  Reef  ~  130  miles  from 
the  Philippines,  the  ASEAN  Foreign  Min- 
isters issued  a  statement  of  "serious  con- 
cern" and  "called  for  the  early  resolution 
of  the  problems  caused  by  recent  develop- 
ments in  Mischief  Reef'.'' 

The  task  of  formulating  and  implement- 
ing a  common  foreign  and  security  policy 
is  not  easy.  Even  in  the  European  Union 
(EU),  the  very  expression  "common  foreign 
and  security  policy"  was  a  taboo  for  almost 
forty  years  from  the  establishment  of  the 
European  Community  in  1957.  The  EU  com- 
mon foreign  and  security  policy  (EU-CFSP) 
was  laid  down  only  in  the  Treaty  on  the 
European  Union,  which  entered  into  force 


Statement  of  the  ASEAN  Foreign  Ministers 
Meeting  to  Discuss  International  Developments  Af- 
fecting the  Region,  Manila,  13-14  July  1972. 

'"statement  of  Informal  Meeting  of  the  ASEAN 
Foreign  Ministers  to  Discuss  the  Recent  Political  and 
Military  Developments  with  regards  to  the  Kampu- 
chean Problem,  Jakarta,  8  May  1984. 

"statement  of  the  ASEAN  Foreign  Ministers  on 
the  Recent  Developments  in  the  South  China  Sea. 
18  March  1995. 
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in  1993.  In  particular,  the  Maastricht  Treaty 
stated  that  the  Union  shall  "assert  its  iden- 
tity on  the  international  scene,  in  particu- 
lar through  the  implementation  of  a  com- 
mon foreign  and  security  policy  (CSFP)  in- 
cluding the  eventual  framing  of  a  common 
defense  policy,  which  might  in  time  lead 
to  a  common  defense".  For  the  time  being, 
the  EU  relies  on  the  Western  European 
Union  (WEU),  a  military  alliance  of  some 
EU  Member  States,  to  implement  decisions 
and  actions  of  the  EU  which  have  defense 
implications.  It  is  envisioned  that  the  EU 
and  WEU  institutions  would  be  merged. 

The  EU-CFSP  does  not  aim  to  replace 
national  foreign,  security  and  defense  pol- 
icies. The  EU-CFSP  only  provides  oppor- 
tunities and  possibilities  for  the  Member 
States  to  agree  on  certain  international  is- 
sues, adjust  their  points  of  view,  speak  with 
one  voice,  and  act  in  tandem  in  the  areas 
in  which  they  have  common  interests.  Due 
to  the  sensitive  nature  of  questions  affect- 
ing international  relations,  the  EU-CFSP  is 
framed  and  implemented  with  the  direct 
participation  of  all  Member  States.  Decision- 
making procedures  are  inter-governmental 
and,  therefore,  different  from  those  that  ap- 
ply to  external  economic  relations  conduct- 
ed by  the  European  Commission. 

The  EU-CFSP  came  at  a  time  of  crisis  and 
realignment  in  Europe.  When  the  EU  mem- 
ber states  were  negotiating  the  Maastricht 
Treaty,  numerous  events  were  altering  the 
shape  of  Europe.  The  iron  curtain  between 
western  and  eastern  Europe  had  come  down. 
Germany  was  reuniting.  Yugoslavia  was  in 
war.  The  Gulf  War  was  beginning.  To  ad- 
dress these  challenges,  Germany  and  France 
have  expressed  that  the  priority  goals  of 


the  EU  CFSP  should  be  to  stabilize  the 
neighboring  regions  to  the  south  and  east, 
consolidate  transatlantic  relations,  and  de- 
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velop  relations  with  Russia  and  Ukraine. 

It  would  not  be  unexpected  if  some  ques- 
tions and  even  suspicions  are  raised  if 
ASEAN  suddenly  decides  to  formally  un- 
dertake a  common  foreign  and  security  pol- 
icy. Since  China  is  an  immediate  powerful 
neighbor  and  it  is  with  China  that  many 
ASEAN  Member  Countries  have  territorial 
disputes,  some  might  conjecture  that  a  CFSP 
could  be  an  ASEAN  response  to  China's 
fast  increasing  power  and  influence  in  the 
region  and  in  the  world.  An  ASEAN-CFSP 
could  then  be  perceived  as  defensive  if 
not  confrontational. 

The  prevailing  geopolitical  reality  in 
the  Asia-Pacific  region  is  very  much  differ- 
ent from  Europe.  There  is  no  common  per- 
ception of  threat  among  the  Asia-Pacific 
states.  Inspite  of  some  issues  on  the  watch 
list  of  some  analysts,  i.e.,  the  Korean  Pen- 
insula, the  South  China  Sea,  the  Taiwan 
Straits  and,  most  recently,  the  financial  cri- 
sis and  its  security  implications,  the  Asia- 
Pacific  security  outlook  is  benign.  Positive 
bilateral  relations  are  supplemented  by  vari- 
ous multilateral  cooperative  arrangements. 
Most  countries  in  the  Asia-Pacific  region 
are  preoccupied  with  the  current  economic 
and  financial  crisis  in  East  Asia  -  with 
China  playing  a  responsible  role  so  far.  Re- 
gional stability  is  indispensable  for  eco- 
nomic recovery  and  growth  resumption 


Guidelines  ndoplcd  at  the  1-ranco-Gcrman  Se- 
minar of  Ministers  of  Foreign  Affairs  on  Common 
Foreign  and  Security  Policy,  Freiburg  im  Breisgau. 
27  February  1996. 
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The  framing  and  implementation  of  a 
CFSP  need  not  come  about  as  a  function  of 
inter-state  insecurities  or  crisis.  Unlike  in 
Europe,  an  ASEAN-CFSP  could  evolve  and 
flourish  in  stable  inter-state  relations  in 
the  Asia-Pacific  today.  In  fact,  an  ASEAN- 
CFSP  should  contribute  to  the  promotion 
of  trust  and  confidence  in  the  Asia-Pacific 
region.  It  should  be  made  clear  that  an 
ASEAN-CFSP  is  an  approach  to  maintain  se- 
curity among  the  Member  States  and  be- 
tween the  Member  States  and  others,  not 
against  them. 

Whether  or  not  it  is  called  ASEAN- 
CFSP,  ASEAN  Member  States  have  been 
in  the  process  of  harmonizing  their  for- 
eign and  security  policies  through  vari- 
ous instruments  and  regional  mechanisms 
over  the  last  three  decades.  ASEAN  has 
undertaken  on  several  occasions  to  arrive 
at  common  understanding  and  positions 
on  issues  of  common  interest  as  outlined 
above. 
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However,  to  have  a  formal  common  for- 
eign and  security  policy  for  ASEAN,  all 
Member  States  should  be  convinced  of  the 
imperative  of  an  ASEAN  political  identity, 
particularly  if  ASEAN  is  to  assume  a  polit- 
ical role  beyond  its  borders.  At  the  same 
time,  it  should  be  clear  from  the  beginning 
that  an  ASEAN-CFSP  need  not  lead  to  a 
common  defense  in  military  terms,  if  to  do 
so  would  be  urmecessarily  provocative. 

ASEAN' s  inter-governmental  nature 
should  continue  to  reassure  its  Member 
States  of  their  direct  participation  in  the  re- 
gional political  and  security  decision-mak- 
ing process.  At  the  same  time,  the  Member 
States  should  be  prepared  to  establish  re- 
gional arrangements  that  would  be  neces- 
sary to  give  credibility,  consistency  and 
visibility  to  an  ASEAN-CFSP.  There  are 
legitimate  motivations  and  sufficient  ground- 
work upon  which  the  Member  States  could 
aim  for  an  ASEAN  common  foreign  and  se- 
curity policy  at  an  appropriate  time  in  the 
future. 


Review  of 
Political  Development 


Indonesia  Approaching  the  1999 
General  Election 

M  Djadijono 


WITHIN  the  period  between 
November  1998  and  February 
1999  political  developments  in 
Indonesia  have  been  marked  by  a  num- 
ber of  significant  issues  as  the  realization 
of  natioiial  political  agenda  under  the  Ha- 
bibie administration,  i.e.  the  Special  Ses- 
sion of  People's  Consultative  Assembly  (it 
is  herewith  referred  to  as  SI-MPR/S'/cfar/ig 
Istimewa  Majelis  Permusyawaratan  Rak- 
yat)  performed  in  1998  and  three  political 
laws  were  ratified  by  the  Parliament.  In 
spite  of  these  two  achievements,  the  po- 
litical situation  in  the  country  remains  in 
turmoil.  There  have  been  vigorous  protests 
against  the  resuhs  of  the  SI-MPR,  the  per- 
formance of  the  Habibie  administration,  and 
the  political  role  of  the  Indonesian  Armed 
Forces  (ABRI).  At  the  same  time,  there  pre- 
vails social  unrest  nationwide.  Hence,  ap- 
proaching the  general  election  to  be  held 
on  7  June  1999,  the  political  situation  in 
the  country  has  indicated  some  possible 
instability  and  insecurity. 

This  paper  is  particularly  aimed  to  re- 
view the  political  development  in  the  coun- 


try within  the  last  four  months.  It  is  fo- 
cussed  not  only  on  political  problems 
stemming  from  the  results  of  the  1998  SI- 
MPR  including  the  ratified  Political  Laws, 
but  also  on  the  implications  of  those  prob- 
lems on  the  preparation  of  the  coming 
general  election.  Some  social  and  political 
issues  which  continue  to  exist  amongst  the 
society  will  also  be  presented  as  signi- 
ficant factors  determining  whether  or  not 
the  process  of  the  coming  general  election 
will  take  place  fairly  and  smoothly. 

The  1998  Special  Session  of 
People's  Consultative  Assembly: 
Some  Controversies 

The  Special  Session  of  People's  Con- 
sultative Assembly  taking  place  on  10-13 
November  1998  had  generated  a  number 
of  Bills  which  are  significant  to  the  devel- 
opment of  Indonesia  in  the  near  future. 


There  are  12  Parliamentary  Bills  generated  in 
the  1998  Special  Session  of  People's  Consultative 
Assembly.  Those  bills  are  among  others  Bill  No.  X/ 
MPRyi998  on  the  Principles  of  Reform  of  Develop- 
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Those  Bills  would  at  least  force  the  Ha- 
bibie Administration  to  carry  out  all  the 
programmes  of  reform  more  tangibly.  In 
the  political  sphere,  for  instance,  it  is  ne- 
cessary for  the  present  government  to  en- 
sure that  the  1999  general  election  will  last 
more  truly  and  justly.  While  in  the  eco- 
nomic sphere,  programmes  aimed  to  cope 
with  the  present  crisis  must  be  made  con- 
crete. However,  the  SI-MPR  have  turned 
out  to  be  controversial. 

Before  the  1998  SI-MPR  was  perform- 
ed, there  had  been  a  widespread  question 
whether  the  Session  is  legal  judging  from 
the  constitutional  point  of  view.^  Besides, 
people  also  questioned  the  legitimacy  of 
the  Habibie  administration.  However,  those 
who  did  not  agree  with  the  SI-MPR  con- 

ment  in  order  to  Save  and  Normalize  the  National 
Life  as  State  Guideline  (particularly  the  part  con- 
cerning Reform  of  Economic  Development);  Bill 
No.  XV/MPR/1998  on  Implementation  of  Provin- 
cial Autonomy,  Regulation,  Distribution  and  Util- 
ization of  National  Resources  Justly,  and  Balanced 
Distribution  of  Funding  between  Central  and  Local 
Government  within  the  Framework  of  the  Sover- 
eignty of  the  Republic  of  Indonesia;  Bill  No.  XVI/ 
MPRyi998  on  Politics  and  Economy  for  the  Pur- 
poses of  Economic  Democracy;  Bill  No.  XIV/MPR/ 
1998  on  General  Election;  Bill  No.  XIII/MPR/ 
1998  on  Limitation  of  Term  of  Office  of  the  Pres- 
ident and  the  Vice-President  of  the  Republic  of  In- 
donesia; Bill  No.  Xl/MPR/1998  on  the  Running  of 
the  State  Which  is  Free  from  Any  Corruption,  Col- 
lusion, and  Nepotism;  and.  Bill  No.  XVII/MPR/1998 
on  Human  Rights. 

^Thc  controvcr.sy  on  the  issue  whether  the  SI- 
MPR  was  constitutional  was  related  to  the  obscure 
grounds  for  the  Special  Session  to  be  held.  Where- 
as the  Legislation  Regulation  mentions  only  two 
grounds  for  People's  Consultative  Assembly  to  con- 
vene in  the  Special  Session,  i.e.  when  the  Vice  Pres- 
ident remains  absent,  and  when  the  House  of  Re- 
presentatives considers  the  President  to  be  truly 
violating  the  State  Guideline.  Sec.  the  1945  Consti- 
tution, Article  2  (2),  and  the  People's  Consultative 
Assembly  Bill  IlI/MPR/1978,  Article  6  and  7. 


sidered  that  based  on  the  1945  Constitution, 
the  position  of  President  Habibie  was  legal, 
and  therefore  his  term  of  office  should 
end  in  not  later  than  2003.  The  demand 
for  holding  the  SI-MPR  followed  by  gen- 
eral election  is  therefore  considered  to  be 
constitutionally  groundless  and  is  simply 
aimed  to  oppose  President  Habibie  for  the 
sake  of  short-sighted  political  interests.^ 
Meanwhile,  those  who  agreed  with  the 
SI-MPR  admitted  the  importance  of  the 
Special  Session  to  be  held  in  order  for  the 
present  Government  to  get  legitimation  and 
to  establish  new  foimdations  necessary  for 
the  smooth  process  of  total  reforms.'* 
There  had  been  a  number  of  lengthy  de- 
bates as  the  SI-MPR  was  performed.  The 
pros  and  cons  over  the  Special  Session 
had  intensified  in  the  form  of  student  de- 
monstrations which  victimized  16  people 
consisting  of  students  shot  by  security 
personnel  in  the  Semanggi  tragedy  on  13 
November  1998  and  personnel  of  Self-sup- 
porting Safeguard  {PamswakarsalPenga- 
manan  Swakarsa)  assaulted  by  civilians.^ 

The  controversial  SI-MPR  had  finally 
ratified  Bills  which  were  not  fully  recog- 
nized by  most  Indonesians.  In  spite  of 
their  attempts  to  channel  reformists'  aspira- 
tions, MPR  had  failed  to  ratify  Bills  which 
can  fully  accommodate  people's  aspirations 
and  demands.  People's  demand  to  eliminate 
corruption,  collusion,  and  nepotism  (known 
as  KKN/korupsi,  kolusi  dan  nepotisme)  and 


Digested  from  various  news  in  Media  Indone- 
sia, 22  May  &  18  June  1998;  and  Rcpuhlika,  23 
May  1998. 

^Digested  form  various  news  taken  from  printed 
media  issued  in  May-June  1998. 

'"Jumat  Bcrdarah  di  Semanggi",  Forum  Ke- 
adilnn  7,  no.  20  (11  January  1999),  74. 
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to  investigate  the  former  President  Soehar- 
to's  alleged  wealth  is  accommodated  in  Par- 
liamentary Bill  No.  XI/MPR/1998  on  the 
Running  of  the  State  which  is  clean  and 
free  from  corruption,  collusion,  and  nepot- 
ism (Article  4);  however,  the  issue  on  the 
elimination  of  KKN  does  not  seem  to  be 
clearly  stated.  In  Article  5  of  the  same  Bill 
it  is  mentioned  that  the  regulation  as  in- 
tended in  Article  4  will  be  further  regu- 
lated by  Law,  giving  an  impression  that 
the  present  government  seems  to  intention- 
ally postpone  the  demanded  investigation. 

Another  example  of  parliamentary  Bill 
which  has  caused  continued  controversies 
is  dealing  with  democratic  composition  of 
the  House  of  Representatives  (DFRJDewan 
Penvakilan  Rakyat)  members.  In  this  case, 
reformists  demanded  that  all  the  House 
members,  including  Armed  Forces  (ABRI) 
representatives  must  be  elected,  and  the 
dual  function  of  ABRI  must  also  be  elim- 
inated. Such  a  demand  cannot,  however, 
be  fulfilled,  since  in  Bill  No.  XIV/MPR/1998 
on  Amendment  and  Addendum  of  Bill 
No.  III/MPR/1988  on  General  Election  it  is 
mentioned  that  "Members  of  the  House  of 
Representatives  (DPR)  and  the  Provincial 
Assembly  (DPRD)  consist  of  representat- 
ives of  political  parties  and  representat- 
ives of  Armed  Forces  who  are  appoint- 
ed (Article  I  no.  7).'  Another  ambiguous 
statement  can  also  be  found  as  follows 
"the  number  of  Armed  Forces'  appoint- 
ed representatives  in  DPR  and  DPRD  will 
gradually  be  reduced  and  later  will  be 
further  regulated  by  Law,"*^  and  it  is  also 
mentioned  that  "implementation  of  Armed 

*Sec  Article  I  no.  7  Bill  No.  XIV/MPRyi998  on 
Amendment  and  Addendum  of  Parliamentary  Bill 
No.  in/MPR/1988  on  General  F.lcction  in  Sekrcta- 


Forccs'  Dual-function  must  comply  with 
new  paradigms  of  Armed  Forces'  role  in 
the  society,  nation  and  state  life." 

With  the  above  results,  the  SI-MPR 
seems  to  have  failed  to  achieve  its  target, 
i.e.  to  produce  authoritative  decisions  func- 
tioning as  the  foundation  and  main  ori- 
entation of  the  reform  to  be  truly  imple- 
mented. Therefore,  it  is  not  easy  for  the 
whole  public  to  accept  the  results  of  the 
1998  SI-MPR.  Pro-Total  Reform  Political 
Parties  Forum  (FKP-PRT/Forwm  Komunikasi 
Partai-partai  Politik  Pro  Reformasi  Total) 
consisting  of  13  political  parties,  such  as 
Murba  Party  {Partai  Murbd),  Indonesian 
Democratic  Union  Party  (PUDl/Partai  Uni 
Demokrasi  Indonesia),  Marhaen  People 
Party  {Partai  Rakyat  Marhaen),  Prosperous 
Indonesia  Party  (Partai  Indonesia  Makmur), 
Indonesian  People  Economic  Party*  (Partai 
Ekonomi  Rakyat  Indonesia),  all  Worker 
Solidarity  Parties  throughout  the  country 
(Partai  Solidaritas  Pekerja),  Democratic 
Catholic  Party  (Partai  Katolik  Demokrat), 
Indonesian  National  Party  (Partai  Nasional 
Indonesia),  Indonesian  Democratic  Alliance 
Party  (Partai  Aliansi  Demokrat  Indonesia), 
and  Prime  People  Party  (Partai  Rakyat  Pri- 
ma) had  firmly  rejected  the  parliamentary 
Bills  produced  by  the  1998  SI-MPR.^  Mean- 
while, moderate  stance  has  been  shown 
by,  for  instance,  the  central  leader  of 

rial  Jcndcral  MPR-RI  (General  Secretariate  of  the 
MPR-RI),  Ketetapcm-kctetapan  Majelis  Permusya- 
waratan  Rakyat  Repuhlik  Indonesia  Hasil  Sidang 
Istimewa  Tahun  1998  (Jakarta;  Sekrctariat  Jcndcral 
MPR-RI.  1998),  66. 

Parliamentary  Bill  No.  X/MPR/1998  on  Prin- 
ciples on  the  Reform  of  National  Development  in 
Order  to  Save  and  Normalize  National  Life  as  State 
Guidelines  in  Ibid.,  38. 

g 

Suara  Pemhanian,  14  November  1998. 
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Muhammadiyah  (18  November  1998)  who 
could  accept  the  results  of  the  SI-MPR  with 
all  its  shortcomings  and  weaknesses  as 
they  realized  that  within  the  unstable  cur- 
rent condition  it  must  be  difficult  to  reach 

9 

maximum  results. 


The  Habibie  Administration:  Leg- 
ality and  Acceptability 

For  the  Habibie  administration  the  1998 
SI-MPR  has  been  significant  in  particular 
to  maintain  the  stability  of  the  governance 
and  policies  currently  executed.  In  reality, 
however,  those  decisions  do  not  seem  to 
have  solved  the  existing  problems  but 
even  created  some  ambiguities  instead.  The 
ambiguous  problem  has  been  mainly  re- 
lated to  the  legitimacy  of  President  Ha- 
bibie's position  in  which  de  facto  Habibie 
is  the  current  President  of  the  Republic  of 
Indonesia,  but  de  jure  the  former  Presid- 
ent Soeharto  should  have  continued  to 
hold  the  post.  The  1998  SI-MPR  should 
have  revoked  Bill  No.  IV/MPR/1998  on  the 
Appointment  of  President  Soeharto,  for 
otherwise  the  Bill  should  remain  effective 
until  2003.  At  the  same  lime,  the  1998  SI- 
MPR  did  not  enact  any  particular  Bill  en- 
dorsing Habibie's  presidency.  As  the  1998 
SI-MPR  did  not  revoke  Bill  No.  VI/MPR/ 
1998  which  approves  Habibie  as  the  Vice 
President  whose  term  of  office  should  end 
in  2003,  President  Habibie  has  therefore 
occupied  two  positions  at  the  same  time  ~ 
i.e.  as  acting  President  appointed  by  the 
former  President  Soeharto  {de  facto)  and 
as  the  Vice  President  by  law  {de  jure). 
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The  legitimacy  of  Habibie's  presidency 
is  contained,  in  spite  of  its  obscurity,  in 
Article  4  of  Bill  No.  X/MPR/1998  on  Prin- 
ciples on  the  Reform  of  National  Develop- 
ment in  Order  to  Save  and  Normalize  Na- 
tional Life  as  State  Guidelines,  mentioning 
"to  give  the  President  of  the  Republic  of 
Indonesia  Mister  Prof  Dr.  Ing.  Bacharud- 
din  Jusuf  Habibie  the  task  of  carrying  on 
and  determining  the  on-going  develop- 
ment and  executing  the  Principles  of  Re- 
form of  Development  within  the  framework 
of  Saving  and  Normalizing  National  Life 
as  State  Guidelines,  the  tasks  of  which  he 
will  have  to  account  for  at  the  end  of  his 
term  of  office  in  the  1999  General  Assem- 
bly of  the  People's  Consultative  Assem- 
bly." From  a  sociological -legal  point  of 
view  such  legitimacy  turns  out  to  be  fait 
accompli  which  will  remain  questionable, 
for  it  has  been  considered  to  be  ground- 
less. As  a  supreme  state  institution,  the  SI- 
MPR  should  have  been  able  to  legitimize 
the  controversial  process  of  assigning  the 
presidential  position  from  Soeharto  to  Ha- 
bibie, thus  providing  lucid  legal  grounds 
for  Habibie's  presidential  assignment  to 
execute  the  Bills  of  SI-MPR. 

Furthermore,  the  tasks  assigned  to  Pres- 
ident Habibie  as  contained  in  Article  4  of 
Bill  No.  X/MPR/1998  seem  to  be  loo  great 
for  him  due  to  such  a  limited  term  of  of- 
fice, i.e.  from  13  November  1998  until  the 
coming  General  Assembly  to  be  held  not 
later  than  28  October  -  10  November  1999.'° 
It  therefore  remains  a  question  whether  he 
is  able  to  fulfill  his  promise  and  accom- 
plish all  his  tasks  although  in  his  speech 


A  dialogue  between  K.H.  Abdurrahman  Wahid 
and  President  B.J.  Habibie  in  Jakarta,  12  December 
1998,  as  quoted  in  Kompas,  13  December  1998. 
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before  the  Plenary  of  the  People's  Consult- 
ative Assembly  at  the  time  of  accepting  the 
results  of  SI-MPR  on  13  November  1998, 
B.J.  Habibie  had  expressed  his  promise  to 
execute  all  the  Bills  truly  and  justly. 

The  ratified  Bills  which  apparently  fail 
to  provide  a  necessary  legitimacy  for  Ha- 
bibie's presidential  position  may  reflect 
the  main  problem  faced  by  President  Ha- 
bibie since  his  appointment  as  the  presid- 
ent, i.e.  lack  of  public  acceptability.  This 
controversy  continued  to  exist  even  after 
the  1998  SI-MPR  was  over.  While  taking 
part  in  the  students'  demonstration  in  Ja- 
karta, Arief  Budiman  for  instance,  stated 
that  the  current  condition  in  Indonesia  had 
necessitated  Habibie's  resignation  since 
the  majority  of  people  did  not  recognize 
his  presidency.  A  number  of  youth  or- 
ganizations as  well  as  groups  of  students 
had  proposed  an  immediate  establishment 
of  a  new  government  to  be  led  by  trio 
consisting  of  K.H.  Abdurrahman  Wahid, 
Megawati,  and  Wiranto  in  order  to  save 
the  country  which  has  been  experiencing 
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severe  cnses. 

Lacking  legitimacy  and  acceptability 
while  assuming  great  responsibility  and 

^^Kompas,  14  November  1998. 

'^Public  responses  to  B.J.  Habibie's  presidency 
since  the  first  time  he  holds  his  presidential  post 
were  varied.  Some  of  them  fully  accepted  him  as 
the  president  on  condition  that  his  administration 
should  be  transitional.  Such  response  was  expressed 
by  Dr.  Nurcholis  Madjid  (Republika,  23  May  1998) 
and  Dr.  Amicn  Rais  (Kompas,  25  May  1998).  The 
rest  demanded  President  Habibie's  resignation  due 
to  his  illegitimate  position  as  reflected  in  students' 
demonstrations  carried  out  in  Bandung,  Yogyalcar- 
ta,  Surabaya,  and  Jakarta,  sec  Kompas,  10-1 1  Septem- 
ber 1998,  Republika,  3  October  1998. 

^^Merdeka.  20  November  1998. 
^*Merdeka,  2  February  1999. 


facing  tight  time  constraints,  Habibie  was 
presummed  to  always  make  immediate  de- 
cisions without  taking  its  consequence 
into  serious  considerations.  Furthermore, 
should  those  decisions  contain  political 
interests,  Habibie's  popularity  will  even 
decrease,  ~  especially  by  the  existence  of 
few  "new  competitor"  for  the  next  presid- 
ency, such  as  Abdurrahman  Wahid,  Amien 
Rais,  A.M.  Saeftiddin,  Megawati,  Sri  Sultan 
Hamengku  Buwono  X  and  Edy  Sudradjat 
—  thereby  becoming  an  obstacle  for  his 
way  to  the  coming  presidential  election. 
This  will  in  turn  create  uncertainty  with 
regard  to  the  agenda  of  settling  various 
crises  in  the  country. 

'^As  a  case  in  point  of  Habibie's  hurried  decision 
can  be  seen  in  his  mistake  in  signing  State  Regu- 
lation No.  5/1999  dated  on  26  January  1999  on 
Civil  Servants  who  Become  Members/Organizers 
of  Political  Parties,  which  was  protested  by  the 
existing  major  political  parties  —  Development 
United  Party  (F-PPP),  Indonesian  Democratic  Party 
(F-PDl),  and  Representatives  of  Indonesian  Armed 
Forces  (F-ABRI)  as  it  was  considered  to  be  contra- 
dictory with  the  concession  made  between  leaders 
of  the  existing  parties,  fractions,  and  the  Govern- 
ment on  26  January  1998.  Due  to  such  a  protest. 
President  B.J.  Habibie  was  forced  to  amend  the 
State  Regulation  which  he  just  signed  {Kompas,  29 
January  1999),  to  become  State  Regulation  No.  12/ 
1999  dated  on  29  January  1999  (Media  Indone- 
sia, 2  February  1999).  Habibie's  other  decision 
which,  according  to  the  House  members  (particu- 
larly Commission  VIII),  was  considered  insolent 
and  more  corruption,  collusion,  and  nepotism 
oriented  can  be  seen  in  State  Regulation  No.  4/ 
1999  dated  on  18  January  1999  on  Banking  Re- 
capitalization in  the  form  of  state  investment  in 
10  Provincial  Development  Banks  and  2  national 
private  banks.  In  the  House  members'  view,  the 
state  investment  must  be  carried  out  based  on  Law 
and  not  on  State  Regulation.  The  sUte  investment 
in  12  public  banks,  the  fund  of  which  is  derived 
from  the  state's  non-budgetary  fund,  is  allegedly 
aimed  to  avoid  any  House  of  Representative  con- 
trol. This  decision  on  investment  has  been  con- 
troversial, as  it  was  considered  unfair  for  the  other 
existing  public  banks  {Kompas,  2  February  1999). 
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Indonesian  Armed  Forces  (ABRI): 
Authority 

In  many  cases,  security  personnel  has 
been  confronted  by  civilians,  such  as  in 
the  burning  cases  of  City  Police  Office 
{Polsek)  in  various  places,  i.e.  Lakarsantri- 
Surabaya,  and  West  Lampung,  and  abduc- 
tions of  Armed  Forces  members  conduct- 
ed by  civilians  in  Lhoksukon  Aceh  in  De- 
cember 1998.'^  Currently  there  have  wide- 
spread protests  against  the  dual-function 
of  the  Armed  Forces  and  increased  de- 
mands for  the  elimination  of  House  of 
Representative  seats  for  the  Armed  Forces 

17 

representatives.  Questions  on  the  compat- 
ibility of  the  Armed  Forces  in  handling  a 
number  of  cases  of  social  unrest,  such  as 
witches  massacre  in  Banyuwangi,  East 
Java,  and  gunshots  in  Jakarta  in  May  1998, 
have  continuously  been  raised.  The  Habi- 
bie administration,  lacking  acceptability 
and  legitimacy,  is  another  factor  which 

^^Media  Indonesia,  2  February  1999. 
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Defamatory  statements  about  socio-political 
roles  of  the  Armed  Forces  and  the  elimination  of 
Anned  Forces'  dual  function  had  been  expressed 
by  Student  Action  Committee  for  Reform  and  Budi 
Luhur  Student  Action  and  Discussion  Forum  (For- 
disam),  Sahid  University,  Jayabaya  University,  and 
Stekpi- Jakarta  (Bisnis  Indonesia,  Media  Indone- 
sia, Merdeka,  Republika,  6  October  1998);  United 
People  Action  {AKRABIAksi  Rakyat  Bersatu)  which 
is  an  alliance  of  various  student  actions  in  Jakarta 
{Kompas,  29  October  1998);  Study  Forum  on  Stra- 
tegic Issues  on  Indonesian  Moslem  Univcrsity- 
Ujungpandang  {Kompas,  29  October  1998);  Stu- 
dent Forum  for  Reform  and  Dcmocracy-FAMRED 
{Suara  Pemharuan,  10  November  1998);  Surabaya 
People  Committee  which  i.s  an  alliance  of  stu- 
dents from  Private  and  State  Universities  and  So- 
ciety of  Surabaya  (Suara  Pemharuan,  13  Novem- 
ber 1998),  United  Action  of  Muhammadiyah  Stu* 
dent  Union-Jakarta  (KA-IMM-J)  (Merdeka,  21  No- 
vember 1998);  Student  Community  Forum  of  Jabo- 
tabck/FORKOT  (Kompas,  20  November  1998).  and 
so  forth. 


has  accelerated  the  decline  of  Armed 
Forces'  supremacy  as  a  force  that  must 
uphold  civil  order  and  security.  In  other 
words,  the  security  personnel  have  cur- 
rently been  experiencing  demoralization, 
which  may  result  in  national  political  in- 
stability and  particularly  in  the  instabil- 
ity of  public  order  and  security,  thereby 
causing  people  to  lose  their  trust  in  the 
Armed  Forces. 

In  their  attempts  to  boost  their  self- 
confidence  and  people's  trust  in  them,  the 
Armed  Forces  has  taken  necessary  steps, 
such  as  internal  consolidation  and  reloca- 
tion of  high-ranking  military  personnel  in 
a  number  of  strategic  posts.  These  steps 
are  apparently  aimed  not  only  to  enforce 
the  Armed  Forces'  command  line  and  tac- 
tical capability  but  also  to  determine  their 
vision  and  mission  in  anticipation  of  the 
likely  more  heated  socio-political  situation. 
Besides,  the  high-ranking  military  officials 
who  were  currently  appointed  to  occupy 
new  strategic  posts  were  known  to  have 
close  ties  with  General  Wiranto,  and  there- 
fore they  were  expected  to  support  General 
Wiranto 's  attempts  to  reform  the  Armed 
Forces.  Table  1  shows  the  military  shift 
currently  undertaken. 

The  relocation  of  military  high-rank- 
ing officials  has  resulted  in  the  more 
solid  Armed  Forces  under  the  Chief  of 
the  Armed  Forces,  General  Wiranto.  The 
stronger  line  of  command  is  neccssary  for 
the  Armed  Forces  in  facing  the  socio-po- 
litical development  in  the  near  future.  As 
the  strategic  military  positions  have  been 
given  to  officials  whose  track  records  are 
reliable  and  whose  ideology  is  in  line  with 
the  doctrines  of  the  Armed  Forces,  it  is 
hoped  that  attempts  to  make  use  of 
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fable  1 


RELOCATION  OF  ARMY  Ol-'FICIALS,  4  JANUARY  1999 


No. 


Position 


New  Officials 


Former  Officials 


1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 

9. 

10. 
11. 
12. 
13. 


Secretary  General-Department  of  Defence 
and  Security  {Sekjen  Dephankam) 

Chief  of  General  Staff  of  the  Indonesian 
Armed  Forces  (Kasum-ABRI) 

Assistant  for  General  Planning  -  Chief  of 
Armed  Forces  {Asrenum  Pangab) 

Vice  Army  Chief-of-Staff 
(Wakasad) 

Comander  of  Armed  Forces  School  of 
Command  Staff  {Sesko  ABRI) 

Commander  of  Army  School  of 
Command  {Komandan  Seskoad) 

Chief  of  Intelligence  Bureau  of 
Armed  Forces  (Ka-BIA) 

Commander  of  Military  Area  I,  Bukit 
Barisan  {Pangdam  I  Bukit  Barisan, 
North  Simiatera) 

Commander  of  Military  Area  IV, 
Diponegoro  {Pangdam  IV  Diponegoro, 
Jawa  Tengah) 

Chief  of  Staff  of  Military  Area  IV, 
Diponegoro  (Kasdam  IV  Diponegoro) 

Commander  of  Military  Area  V 
(Pangdam  V,  Brawijayd) 

Conmiander  of  Military  Area  VI, 
Tanjungpura  {Pangdam  VI,  Tanjungpura) 

Chief  of  Staff  of  Army  Strategic  and 
Reserve  Command  {Kastaf  Kostrad) 


Lieut.  Gen.  Fachrul 
Razi 


Lieut.  Gen.  Suyono 


Lieut.  Gen.  Sugiono       Maj.  Gen.  Fachrul  Razi 


Maj.  Gen.  Agus 
Wirahadikusumah 

Lieut.  Gen.  Johny 
Lumintang 

Maj.  Gen.  Agus 
Wijaya 

Brig.  Gen.  Djoko 
Besariman,  SE 

Maj.  Gen.  Tyasno 
Sudarto 

Brig.  Gen.  Abdul 
Rachman  Gaffar,  SH 

Brig.  Gen.  Bibit 
Waluyo 

Col.  Inf.  Songko 
Pumomo 


Maj.  Gen.  Agus  Wijaya 

Lieut.  Gen.  Sugiono 

Lieut.  Gen.  Johny 
Lumintang 

Maj.  Gen.  Agus 
Wirahadikusumah 

Maj.  Gen.  Zacky  Anwar 
Makarim 

Maj.  Gen.  Israet  Yuzairi 


Maj.  Gen.  Tyasno 
Sudarto 

Brig.  Gen.  Bibit  Waluyo 


Maj.  Gen.  Ryamrizard    Maj.  Gen.  Djoko  Subroto 


Brig.  Gen.  Zainuri 
Hasyim 

Maj.  Gen.  Sang 
Nyoman  Suwisma 


Maj.  Gen.  Sang  Nyoman 
Suwisma 

Maj.  Gen.  Ryamrizard 


Armed  Forces  for  political  purposes  can 
be  avoided.  Besides,  the  relocation  may 
also  strengthen  the  bargaining  position 
of  General  Wiranto  towards  other  polit- 
ical forces  due  to  the  enforcement  of  the 
Armed  Forces'  line  of  command,  and  the 
determination  of  their  vision  and  mission. 
The  consistency  of  the  Armed  Forces'  po- 
litical stance  should  therefore  be  maintain- 
ed in  order  to  create  the  Armed  Forces' 
neutrality  in  dealing  with  the  existing  po- 


litical parties,  including  Golkar  {Golongan 
A^arya/Functional  Group)  so  that  a  fair  and 
just  general  election  can  be  realized.  That 
the  Armed  Forces  had  taken  bold  steps 
may  boost  people's  trust  in  them. 

Three  Political  Laws:  Some  Im- 
provements 

A  significant  improvement  within  the 
period  of  political  transition  was  marked 
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by  the  amendment  of  three  bills  into  acts 
on  politics  carried  out  on  28  January  1998. 
Those  three  political  acts  are  Law  No.  2/ 
1999  on  Political  Party,  Law  No.  3/1999 
on  General  Election,  and  Law  No.  4/1999 
on  Structure  and  Position  of  the  People's 
Consultative  Assembly  (MPR),  House  of 
Representatives  (DPR),  and  Provincial  As- 
sembly (DPRD).  In  spite  of  the  existing 
time  constraint,  the  deliberation  of  those 
three  political  bills  in  House  of  Represent- 
atives had  been  performed  in  a  more  demo- 
cratic manner  and  open  for  criticism  and 
public  pressure.    It  does  not  mean,  how- 
ever, that  those  three  political  acts  have 
been  perfect,  as  they  have  not  fully  ac- 
commodated the  continued  demands  for 
political  reforms  which  in  principle  re- 
quire an  implementation  of  the  principle 
of  people's  sovereignty  in  the  process  of 
general  election,  political  representation,  and 
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governance. 

Some  crucial  issues  necessary  for  the 
improvements  of  political  life  in  the  coun- 
try, but  may  become  potential  loopholes 
alarming  for  the  political  compromises 
among  the  factions  involved  in  the  de- 
liberation, nearly  threatened  the  deliberat- 
ing process  in  House  of  Representatives. 
The  controversial  bills  on  Political  Parties 
were  related  to  the  rights  of  civil  servants 
to  become  members  and/or  organizers  of 
political  parties,  including  Golkar.  In  the 
past,  civil  servants  had  been  conspicuous- 
ly used  by  the  then  ruling  party,  Golkar, 
to  win  the  votes  in  the  general  elections 
under  the  New  Order  regime.  The  Golkar 
faction  (F-KP)  in  the  House  currently  claim- 


Tajuk  Rcncana,  Kompas,  30  January  1999. 
'Kompas,  26,27,  28  and  29  January  1999. 


ed  that  forbidding  civil  servants  to  be  in- 
volved in  the  political  parties'  activities 
or  political  parties  in  general  was  a  viola- 
tion of  human  rights,  and  particularly  of 
citizens'  civil  rights.  While  for  United  De- 
velopment Party  (F-PP)  and  Indonesian 
Democratic  Party  (F-PDI),  civil  servants 
should  remain  neutral  in  political  matters, 
and  they  should  keep  on  their  duties  to 
provide  public  services.  A  compromise 
between  the  three  factions  could  after  all 
be  achieved  in  which  the  neutrality  of 
civil  servants  should  be  guaranteed  and 
separately  regulated  in  an  amended  act 
on  personnel.  For  the  purpose  of  the  1999 
General  Election,  and  before  the  amended 
act  on  personnel  is  enacted,  the  neutrality 
of  civil  servants  has  been  regulated  in 
State  Regulation  No.  5/1999  (26  January 
1999)  which  was  later  amended  by  State 
Regulation  No.  12/1999  on  Civil  Ser\'ants 
Becoming  Members  of  Political  Parties 
(29  January  1999).^° 


State  Regulation  No.  12/1999  is  admittedly 
the  revised  version  of  State  Regulation  No.  5/1999 
on  Civil  Servants  Becoming  Members  of  Political 
Parties  amended  on  26  January  1999.  Among  the 
provisions  contained  in  State  Regulation  No.  12/ 
1999  which  are  considered  signiScant  are:  (1)  Civil 
Servants  are  constituents  of  state  apparatus,  ser- 
vants of  the  state,  and  servants  of  socictv'  who 
should  be  committed  and  devoted  to  Pancasila. 
the  1945  Constitution,  State  and  Government  in 
carrying  out  state  and  development  tasks  (Article 
2);  (2)  In  such  a  position,  civil  servants  must  be 
neutral  and  able  to  avoid  the  use  of  state  facility 
for  particular  groups  and  should  scrNX  the  society 
equally  (Article  3  and  4);  (3)  The  mcmbcr.ship  of 
a  civil  servant  who  has  already  been  a  member 
and/or  an  organizer  of  certain  political  party  at 
the  time  this  State  Regulation  is  enacted  should 
automatically  be  withdrawn.  Should  the  concern- 
ed civil  servant  remain  the  member  and/or  an  or- 
ganizer of  the  intended  party,  not  later  than  three 
months  after  this  State  Regulation  is  in  effect  he/ 
she  should  request  a  permission  from  hi.s/hcr  direct 
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Other  crucial  problems  include,  among 
others:  (1)  choice  of  the  poll,  i.e.  at  the 
level  of  province  or  of  regent;  (2)  rights  to 
vote  of  the  Elections  Committee  (Komisi  Pe- 
milihan  Umum/¥iP\J)  members  from  govern- 
ment and  political  party  constituents,  i.e. 
whether  individual  member  representing 
one  vote  or  individual  constituent  repres- 
enting a  balanced  vote;  (3)  requirements  for 
political  parties  to  participate  in  the  con- 
test; and,  (4)  membership  of  the  General 
Election  Implementation  Supervisory  Com- 
mittee (Panitia  Pengawas  Pelaksanaan  Pe- 
milihan  UmumfPAM). 

Debates  on  the  above  issues,  however, 
were  ended  in  a  compromise  in  which  the 
poll  for  the  House  of  Representative  mem- 
bers is  provincial  region/Dati  I  (Article  1 
Line  7  and  Article  3  Line  2).  The  rights  to 
vote  of  KPU  members  from  government 
and  political  party  constituents  should 
be  balanced  (Article  9  Line  2),  i.e.  each  con- 
stituent representing  50  per  cent  of  the 
votes,  and  it  has  been  emphasized  that  KPU 
is  independent,  non-aligned  and  respons- 
ible to  the  President  (Article  8).  The  elec- 
tion of  chairman  and  co-chairman  of  KPU 
should  be  conducted  democratically  by  its 
own  members  (Article  9  Line  5).  Whereas 
requirements  for  political  parties  to  be- 
come contestants  of  the  general  election  are: 
(1)  its  existence  is  recognized  in  compliance 
with  the  Law  on  Political  Parties  (Article 
39),  having  organization  managers  in  one 
third  of  the  total  number  of  provinces  in 

supervisor,  and  if  he/she  is  permitted  then  he/she 
is  allowed  to  resign  as  a  civil  servant  (Article  7);  and, 
(4)  A  civil  servant  who  becomes  a  member  and/or 
an  organizer  of  a  political  party  is  discharged  from 
his  position  as  a  civil  servant  and  is  given  a  com- 
pensation as  much  as  his/her  latest  basic  salary  for 
one  year  (Article  8). 


Indonesia  and  in  half  of  the  total  number 
of  regencies/municipalities  in  9  provinces 
where  the  concerned  political  parties .  have 
its  branches  (Article  82).  Constituents  of 
election  supervisory  committee  at  the  cent- 
ral, provincial,  and  regency/municipal  levels 
involve  judge,  university  scholars,  and  so- 
ciety. Whereas  members  of  election  super- 
visory committee  at  the  subdistrict  level 
consist  of  university  and  society  constitu- 
ents (Article  24). 

Debates  on  bills  on  Structure  and  Posi- 
tion of  MPR,  DPR,  and  DPRD  dealt  with 
the  number  and  composition  of  the  House 
members.  It  was  generally  accepted  that 
the  current  number  of  MPR  members  must 
be  less  than  1000,  House  members  except 
representatives  of  the  Armed  Forces  must 
be  elected,  the  current  number  of  seats  for 
the  Armed  Forces'  representatives  must  be 
reduced.  There  have  been  continued  de- 
bates on  the  need  to  reduce  or  eliminate  the 
number  of  seats  for  the  Armed  Forces'  rep- 
resentatives in  DPR.  Demands  for  all  of 
the  House  members  to  be  elected  have 
been  enormous.  However,  since  the  Armed 
Forces'  representatives  were  not  elected, 
they  should  not  be  given  the  rights  to  vote. 
Due  to  the  Armed  Forces'  determination  to 
continue  playing  their  political  roles,  they 
required  to  get  at  least  half  of  their  current 
total  number  of  seats  in  the  House  ('/i  of 
75  seats).  In  the  end  the  House  members  de- 
cided to  give  38  seats  for  the  Armed  Forces' 
representatives  out  of  700  House  scats  com- 
prising 500  House  members,  135  provincial 
representatives  (in  which  of  27  provinces 
in  Indonesia,  cach  is  entitled  to  send  5  rep- 
resentatives), and  65  group  representatives 
(Article  2  Line  2  Law  No.  1999).  Provincial 
representatives  were  elected  by  Provincial 
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Assembly  in  the  Plenary  Session  (Article  1 
Line  4  Law  no.  4/1999).  Group  representat- 
ives are  those  who  represent  national  or- 
ganizations which  are  independent  and 
not  committed  to  a  particular  party,  i.e.  in- 
dependent groups  dealing  with  economy, 
religion,  culture,  science,  and  other  col- 
lective groups  (Article  1  Line  5  Law  No.  4/ 
1999).  The  size  and  type  of  the  groups 
were  determined  by  the  House  of  Rep- 
resentatives based  on  the  requests  of  the 
respective  groups  (Article  2  Line  5  and  6 
Law  No.  4/1999).  The  House  of  Repres- 
entatives was  composed  of  462  elected 
members,  and  38  appointed  members  as 
Armed  Forces'  representatives  (Article  11 
Law  No.  4/1999). 

Despite  the  currently  effective  three  po- 
litical laws  which  were  perceptibly  reflect- 
ing some  significant  improvements  as  com- 
pared to  the  previous  political  laws  effect- 
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ive  during  the  New  Order  era,  there  remain- 
ed some  rejections  from  society  and  from 
some  newly  established  political  parties. 
Students  from  Student  Action  for  People's 
Struggle  {AmpeTSi/Aksi  Mahasiswa  untuk 
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Some  of  the  improvements  in  political  laws 
were  reflected  in  its  legality  which  was  no  longer 
determined  by  Department  of  Home  Affairs  and  in 
the  number  of  existing  political  parties  which  was 
no  longer  limited.  Improvements  in  the  laws  on 
General  filcction  could  be  .seen  in  the  establishment 
of  independent  election  committee,  a  free  and  fair 
general  election,  equal  maximum  amount  of  cam- 
paign funding  limited  by  general  election  commit- 
tee, vote  registration  to  be  done  by  the  voters  them- 
selves, and  permissions  granted  to  foreign  and  na- 
tional independent  observers  during  the  election. 
Another  improvement  in  the  political  laws  could 
also  be  seen  in  the  structure  and  position  of  Ml'R. 
DPR,  and  DPRD  in  which  the  number  of  Armed 
Forces'  appointed  representatives  had  been  reduced 
and  the  group  representatives  were  elected  and  ap- 
pointed by  their  respective  groups  and  no  longer 
appointed  by  the  President. 


Perjuangan  Rakyat),  for  instance,  did  not 
accept  the  current  political  laws  as  they 
considered  the  laws  were  determined  by 
House  members  who  remained  loyal  to  the 
former  President  Soeharto,  thereby  bene'fit- 

22 

ing  only  Golkar  and  its  allies.  Meanwhile, 
some  prominent  leaders  of  the  existing  po- 
litical parties,  such  as  Sri  Bintang  Pamung- 
kas  (Indonesian  Democratic  Union  Party/ 
Partai  Uni  Demokrasi  Indonesia),  Wiman- 
jaya  (Prime  People  Farty/Partai  Rakyat  Pri- 
ma), Apoel  Batubara  (Indonesian  National 
Farty/Partai  Nasional  Indonesia),  Soenardi 
(Marhaen  People  Vaity/Partai  Rakyat  Mar- 
haen),  Johanes  Darmawan  (Democratic  Cath- 
olic Vaity/Partai  Katolik  Demokrat),  Lius 
Sungkaharisma  (Tionghoa  Reform  Party/ 
Partai  Reformasi  Tionghoa),  and  Rasyidi 
(Indonesian  Worker  Solidarity  Paity/Partai 
Solidaritas  Pekerja  Indonesia),  had  denied 
the  enactment  of  those  three  political  laws 
since  the  laws  had  not  substantially  been 
verified  by  people  at  large.  Using  such  a 
ground,  they  urged  the  Supreme  Court 
(Mahkamah  Agung/MA)  to  cancel  the  en- 
actment of  the  laws;  and,  should  the  Su- 
preme Court  let  the  laws  passed,  they  would 
prosecute  the  Court.  They  also  agreed  if  the 
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general  election  should  be  postponed. 

General  Election,  7  June  1999:  An 
tmplementation 

With  the  amendincnl  of  the  three  polit- 
ical laws,  the  current  government  had  sched- 
uled the  general  election  to  be  held  on  7 
June  1999,  The  election  is  widely  expected 
to  be  the  starting  point  for  Indonesia  to 
enhance  the  entire  process  of  reform.  At 

"Menieka,  28  January  1999. 
'•^Ibid. 
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the  same  time,  the  election  will  also  be  a 
major  arena  for  competition  among  the  ex- 
isting political  forces  to  justify  their  re- 
spective political  power.  The  major  players 
of  the  competition  are  on  the  one  hand, 
the  political  forces  supporting  the  status 
quo,  and  political  forces  committed  to  re- 
forms on  the  other.  Hence,  it  is  in  the  hands 
of  those  who  win  the  competition  that  the 
future  of  Indonesia  will  be  determined,  at 
least  in  five  years  ahead. 

The  present  government,  the  existing  po- 
litical parties,  and  people  in  general  have 
eagerly  made  preparations  in  order  for  the 
general  election  to  go  on  fairly  and  smooth- 
ly. As  part  of  the  preparation,  on  1  Feb- 
ruary 1999  Executive  Board  and  Consult- 
ative Board  of  Indonesian  General  Election 
had  decided  a  schedule  for  the  election. 
The  process  of  the  general  election  was 
scheduled  as  follows:  (1)  Registration  and 
Verification  of  Political  Parties  as  Contest- 
ants and  the  determination  of  their  registra- 
tion number  will  be  conducted  between  1 
February  -  1  March  1999  at  the  office  of  De- 
partment of  Justice;  (2)  Registration  of 
Voters  (18  March  -  17  April  1999);  (3)  Nom- 
ination of  members  of  DPRD  II,  DPRD  I  and 
DPR  (1  March  -  15  April  1999);  (4)  Cam- 
paign for  the  general  election  (18  May  -  6 
June  1999);  (5)  Polling  and  ballot  counting 
at  the  polls  (7  June  1999);  (6)  Verification 
of  the  ballots  for  DPRD  II  (20-26  June  1999), 
DPRD  I  (27  June  -  2  July  1999),  and  DPR  (3 
July  -  12  July  1999);  (7)  Oath  of  Office  for 
DPRD  II  (20  July  1999),  DPRD  I  (25  July 
1999),  and  DPR-RI  (29  August  1999).^" 

The  existing  political  parties  had  at- 
tempted to  fulfill  all  the  requirements  so 


that  their  parties  could  be  registered  and 
therefore  eligible  for  competition.  So  far 
(up  to  23  February  1999)  there  had  been  146 
political  parties  registering  at  the  Depart- 
ment of  Justice.  Of  those  which  were  al- 
ready registered,  some  124  were  considered 
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legitimate  political  parlies.  However  there 
remains  the  need  for  those  124  political  par- 
ties to  be  verified  by  Team  Eleven  chaired 
by  Nurcholis  Madjid.  At  the  community 
level,  there  have  been  a  number  of  inde- 
pendent groups  initiating  to  monitor  the 
implementation  of  the  general  election  in 
the  hope  that  the  general  election  will  go 
on  smoothly,  fairly,  and  justly. 

How  well  the  1999  General  Election  has 
legally  and  technically  been  prepared  is 
one  of  the  determining  factors  of  its  suc- 
cess in  which  the  results  will  be  accepted 
and  respected  by  those  who  were  involved 
in  the  process  in  particular,  and  by  the  so- 
ciety themselves  in  general.  More  important 
than  the  required  preparation  is  how  the 
principles  of  general  election  which  is  trans- 
parent, democratic,  fair,  and  just  could  be 
comprehended,  understood,  and  could  even- 
tually be  implemented  by  those  who  are  dir- 
ectly or  indirectly  involved  in  the  election. 
In  this  case,  more  attentions  must  be  paid 
to  a  number  of  things  likely  affecling  the 
implementation  of  those  principles. 

Firsts  the  political  system  which  has 
turned  into  multi-parties  has  reflected  a 
significant  improvement  in  the  national 
political  development  in  general  and  in 
people's  political  participation  in  particular. 
Nevertheless,  the  euphoric  situation,  recent- 
ly taking  place  as  an  expression  of  society 
which  had  just  been  freed  from  ihree-de- 
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cade  long  pressures  of  the  authoritarian  re- 
gime, apparently  has  led  to  excessive  re- 
sponses and  reactions  of  the  mass.  Such 
responses  and  reactions  have  brought  about 
a  large  number  of  newly  established  po- 
litical groups  whose  identification  and  af- 
filiation are  varied.  Since  May  1998  until 
Februar)'  1999  there  have  been  146  political 
parties  which  were  established  based  on 
their  respective  ideological  and  political  ori- 
entation."  Some  of  those  existing  political 
parties  were  established  based  on  the  ideo- 
logies of  Pancasila  and  nationality.  Some 
are  based  on  religion,  either  Islam,  Catholic, 
or  Christianity.  The  rest  of  those  parties 
struggle  for  their  own  interests  which  are 
related  to  their  profession,  social  strata, 
gender,  or  contemporary  politics.  Some  of 
those  parties  are,  however,  closed  and  lim- 
ited to  its  own  members,  while  the  rest  are 
open  to  anybody,  no  matter  what  their 
religion,  group,  race,  gender,  and  social 
class  is. 

Such  a  multi-party  political  system  could 
be  threatening  as  it  would  enable  society 
to  be  tightly  segmented  and  divided  into 
political  groupings.  Hence,  this  euphoric 
situation  may  potentially  cause  escalated 
mass  clashes  and  ferocities  leading  to  so- 
cial-political disorders.  If  social-political  dis- 
orders should  take  place  on  a  large  scale,  it 
may  threaten  the  success  of  the  1999  gen- 
eral election.  It  will  accordingly  lead  the 
country  into  political  instability  and  na- 
tional disintegration. 

Second,  the  preparedness  and  ability  of 
the  whole  nation  to  democratically  hold 
a  fair  and  just  general  election  will  also 


Forum  Keadllan  VII.  no.  20  (1 1  January  1999): 
22  and  Kompas,  24  February  1999. 


bring  some  consequences.  The  coming  elec- 
tion will  be  a  new  experience  for  those  who 
are  directly  or  indirectly  involved  in  the 
process,  such  as  the  government,  Armed 
Forces'  members,  political  parties,  general 
election  independent  observers,  and  society. 
Yet,  those  who  have  currently  been  in- 
volved in  the  preparation  of  the  coming 
general  election  are  those  who  were  used 
to  general  elections  which  were  never  fair, 
transparent,  free,  nor  just  during  the  New 
Order  era.  As  the  time  for  preparing  the 
election  is  limited,  it  therefore  remains  a 
question  whether  the  new  principles  of 
implementing  a  fair,  transparent,  and  just 
general  election  could  be  materialized.  The 
present  government.  Armed  Forces'  mem- 
bers, and  members  of  the  general  election 
committee  are  challenged  to  be  able  to  fiil- 
fill  their  commitment  to  support  the  imple- 
mentation of  a  transparent  and  democratic 
general  election.  While  the  existing  polit- 
ical parties  are  challenged  to  fairly  and 
honestly  compete  with  the  other  contest- 
ants in  promoting  supports  from  the  voters, 
the  independent  observers  are  challenged 
to  make  use  of  their  net-works  and  com- 
petence in  monitoring  how  the  election 
goes  on.  For  the  society  themselves,  there 
remains  a  question  whether  they  could 
use  their  political  rights  as  freely  as  pos- 
sible in  giving  votes  to  the  parties  they 
choose  and  the  people  nominated  by  the 
party  for  which  they  have  voted.  How- 
ever small  the  protest  against  the  result 
of  the  election  is  due  to  the  absence  of 
cultural  and  institutional  guarantees  re- 
lated to  the  above  questions,  it  may  niin 
the  credibility  of  the  general  election,  and 
thereby  generating  some  new  political 
problems  which  may  even  be  more  com- 
plicated in  the  post- 1999  General  Election. 
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Third,  the  current  situation  has  been 
marked  by  legal  crises  and  the  absence  of 
public  order,  as  can  be  seen  in  an  increas- 
ed number  of  social  unrest  nationwide. 
Presumably  this  situation  has  resulted  from 
the  facts  that  besides  the  prevailing  eco- 
nomic crisis,  there  is  no  more  confidence  in 
the  present  government  and  in  the  national 
leaders  either.  Attentions  must  also  be  paid 
to  people's  plurality  in  religion,  race,  and 
ethnicity  which  has  recently  been  made 
use  for  the  interests  of  particular  political 
groups. 

In  the  last  three  months  there  had  been 
a  number  of  social  unrest  driven  by  social 
and  economic  gaps  taking  place  through- 
out the  country,  such  as  Ketapang  case  in 
which  on  22  December  1998  Christian  and 
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Catholic  churches  were  burnt,  Kupang 
case  in  which  on  30  November  -  1  Decem- 
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ber  1998  markets  and  mosques  were  burnt, 
the  burning  of  mosques  in  Ngabang  Dis- 
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trict,  Pontianak  on  3-4  December  1998, 
the  burning  of  Catholic  church  in  Ujung- 
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pandang  on  4  December  1998,  the  bummg 
of  40  houses  in  Poso  on  27-29  December 

31  .  • 

1998,  and  other  burnmg  cases  m  vanous 
places  at  different  times. 

Potential  social  unrest  seems  to  pre- 
vail and  is  likely  to  intensify  as  the  gen- 
eral election  to  be  held  on  7  June  1999  ap- 
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proaches.  Such  a  situation  would  certainly 
hinder  the  smooth,  fair  and  democratic  pro- 
cess of  the  election,  and  to  some  extent 
would  also  force  the  government  to  post- 
pone or  even  to  cancel  the  general  election. 
Even  if  the  general  election  can  be  held  as 
scheduled,  it  does  not  necessarily  mean 
that  the  results  of  the  election  will  auto- 
matically be  accepted  and  respected  by 
parties  involved  in  the  process  of  the  gen- 
eral election.  Yet,  should  it  happen,  Indone- 
sia will  experience  another  period  of  uncer- 
tainty for  the  years  to  come. 

Concluding  Notes 

The  current  situation  in  the  country  as 
described  above  has  implied  that  hard  work 
and  strong  commitment  are  required  in 
order  for  the  1999  General  Election  to  go  on 
smoothly,  fairly,  and  democratically.  The 
dynamics  of  political  life  in  Indonesia  in 
1999  does  not  indicate  any  possibility  for 
the  election  to  take  place  as  expected.  In- 
spite  of  uncertainties,  it  remains  imperative 
for  the  present  government  to  hold  a  trans- 
parent, fair,  and  just  general  election  which 
would  allow  an  establishment  of  a  new  le- 
gitimate government  accepted  by  the  whole 
people.  In  the  post- 1999  General  Election 
with  the  establishment  of  a  new  govern- 
ment which  is  totally  committed  to  entire 
reforms,  it  is  hoped  that  Indonesia  will  be 
recovered  from  economic  and  political  cri- 
ses. Yet,  it  should  be  realized  that  in  such 
a  transitional  period  it  is  not  an  easy  job 
to  manage  a  large  number  of  political  par- 
tics  taking  pari  in  a  general  election  that  is 
demanded  to  be  clear,  transparent,  free  and 
just. 


Indonesia's  Microeconomic 
Policy  Challenges:  Industry  Policy, 
Competition  Policy,  and 
Small-Medium  Enterprises* 

Hal  Hill 


Introduction 

IN  the  first  quarter  of  1999,  Indone- 
sia's short-term  macroeconomic  in- 
dicators are  a  good  deal  more  encour- 
aging than  they  were  for  most  of  1998,  and 
attention  is  therefore  shifting  to  a  range 
of  microeconomic  policy  challenges.  The 
most  important  of  these  are  debt  workouts 
and  financial  recapitalization.  But,  in  addi- 
tion, a  number  of  issues  related  to  indus- 
try policy,  competition  policy  and  small- 
medium  enterprises  (SMEs)  are  also  rel- 
evant. These  are  the  subject  of  this  policy- 
oriented  paper,  which  is  organized  into  two 
broad  sections.  The  first  looks  at  trade  and 
industry  policy,  including  trade  policy,  com- 
petition policy,  and  other  forms  of  indus- 
try assistance.  The  second  section  assesses 
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a  range  of  ownership  issues  ~  State-Owned 
Enterprise  (SOE)  reform  and  privatization, 
SMEs  and  cooperatives,  the  case  for  some 
sort  of  affirmative  action  program  with  ex- 
plicit ethnic  redistribution  objectives,  and 
policy  towards  foreign  investment. 

One  general  point  needs  to  be  emphas- 
ized at  the  outset.  Although  these  issues 
are  much  discussed,  they  are  generally  not 
central  to  short-run  macroeconomic  stabil- 
ization and  economic  recovery.  The  most  ef- 
fective means  of  getting  industry-  moving 
again  lie  in  the  realm,  of  the  general  macro- 
economic  and  commercial  environment.  That 
is,  a  reinvigorated  financial  sector,  secure 
property  rights,  a  conducive  business  en- 
vironment, and  policy  credibility-  and  pre- 
dictability. The  other  key  pillar  of  eco- 
nomic recovery  is  the  international  context, 
including  large  and  flexible  short-term 
donor  assistance,  an  expanding  inlcmational 
economy,  and  unhindered  access  to  inter- 
national markets. 

Nevertheless,  an  analysis  of  the  sectoral 
policy  framework  is  pertinent  for  a  number 
of  reasons: 

•  these  issues  arc  in  the  IMF  program; 
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•  government  statements  and  initiatives 
in  these  areas  send  signals  to  the  do- 
mestic and  international  business  com- 
munities about  likely  future  policy  direc- 
tions; and 

•  some  argue  that  special  short-term  assist- 
ance is  required  for  particular  sectors. 

Trade  and  Industry  Policy 

Trade  Policy 

Tradable  goods  sectors  have  received  a 
massive  competitive  boost  through  exchange 
rate  movements  since  mid-1997,  of  an  order 
of  magnitude  much  larger  than  pre-exist- 
ing tariff  protection  in  almost  all  industries. 
The  following  rough  calculation  illustrates 
this  point:  a  devaluation  of  the  rupiah  since 
the  onset  of  the  crisis  fi-om  2,500  to  8,000 
(per  US$),  combined  with  a  doubling  of 
the  price  level,  is  equivalent  to  a  uniform, 
across-the-board  tariff  increase  of  60  per 
cent.  This  large  depreciation  of  the  rupiah 
presents  Indonesia  with  a  major  opportun- 
ity to  quickly  reduce  current  levels  of  pro- 
tection relatively  painlessly. 

Such  a  reduction  will  enhance  the  com- 
petitiveness of  export  activities,  which  must 
be  a  major  engine  of  growth  in  the  recov- 
ery phase.  It  will  also  ensure  that  Indone- 
sia will  be  able  to  meet  its  international  com- 
mitments (WTO,  APEC,  and  AFTA)  through 
unilateral  tariff  reductions.  Major  tariff  re- 
ductions will,  in  addition,  strengthen  Indo- 
nesia's capacity  to  achieve  its  commercial 
diplomacy  objectives  aimed  at  preserving 
and  improving  international  market  access 
for  Its  export  industries.  This  will  likely  be- 
come a  major  policy  consideration,  as  al- 
ready witness  by  significant  protectionist 


pressures  in  OECD  markets  (mainly  in  the 
form  of  anti-dumping  initiatives)  in  response 
to  East  Asia's  now  highly  competitive  ex- 
change rates.  The  maintenance  of  market 
access  must  surely  be  one  of  the  highest 
priorities  of  ASEAN,  as  it  searches  for  a 
new  role  in  the  post-crisis  era. 

Contrary  to  some  popular  mispercep- 
tions,  Indonesia  had  made  steady  progress 
in  the  trade  policy  reform  since  the  mid 
1980s  (Fane  and  Condon,  1996).  The  average 
tariff  had  declined,  as  had  the  dispersion 
around  the  average  and  the  incidence  of 
non-tariff  barriers  (NTBs).  More  declines 
were  in  prospect.  There  were  of  course  egre- 
gious exceptions,  such  as  the  much-public- 
ized cases  of  automobiles  and  petro-chem- 
icals.  But  it  is  important  not  to  lose  sight 
of  the  progress  made. 

The  guiding  principles  for  reform  in  In- 
donesia, as  elsewhere,  should  be: 

•  removal  of  all  NTBs  (or  as  many  as  is 
politically  possible); 

•  the  setting  of  a  uniform  tariff  rate,  at 
zero  if  politically  possible,  or  otherwise 
as  low  as  is  acceptable,  accompanied  also 
by  an  increased  VAT  rate  so  as  to  ensure 
no  loss  of  revenue;  and 

•  where  any  industry  assistance  is  pro- 
vided, the  basis  for  the  assistance  should 
be  clearly  stated  (e.g.,  what  exactly  is 
the  market  failure,  externality,  etc.?),  it 
ought  to  be  precisely  lime  bound,  link- 
ed to  specific  performance  criteria,  pro- 
vided on  an  industr>'  (not  firm)  basis, 
and  given  in  the  form  of  an  explicit  and 
transparent  subsidy. 

For  revenue  reasons,  there  might  be  a  case 
for  the  imposition  of  short-term  tariff  sur- 
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charges.  But  these  should  be  (i)  across- 
the-board  in  nature,  (ii)  strictly  time-bound, 
and  (iii)  if  maintained  for  any  period,  in- 
corporated as  quickly  as  possible  into  the 
general  taxation  regime  (i.e.,  the  VAT). 

It  is  critically  important  that  exporters 
benefit  immediately  and  folly  from  the  re- 
cent exchange  rate  movements.  This  requires 
the  drastic  simplification  of  export  admin- 
istrative procedures,  an  effectively  fonction- 
ing  financial  system  (including  in  the  in- 
terim some  emergency  export  finance  relief 
measures),  and  the  maintenance  of  support- 
ing physical  infi-astnicfore.  Indonesia's  ex- 
port performance  since  the  crisis  has  not 
been  as  disastrous  as  some  commentators 
have  alleged,  given  the  problems  of  finan- 
cial dislocation,  depressed  export  prices,  po- 
litical turbulence,  shipping  constraints,  and 
short-term  supply  constraints  (especially 
in  resource-based  activities).  But  anything 
which  interferes  with  this  export  response 
will  obviously  jeopardize  national  economic 
recovery. 

The  case  for  the  imposition  of  tempor- 
ary export  taxes,  to  appropriate  some  of  the 
windfall  gains  from  the  rupiah  devaluation, 
is  weak.  These  gains  inject  badly  needed 
purchasing  power  into  predominantly  poor 
rural  communities.  In  any  case,  the  biggest 
windfall  gains  may  now  have  passed.  It 
also  needs  to  be  remembered  that  such 
taxes  have  been  plagued  in  the  past  by 
widespread  evasion  and  administrative  ab- 
use, and  that  in  Indonesia's  current  circum- 
stances this  may  be  even  more  of  a  problem. 

In  the  medium  term,  and  to  entrench 
trade  liberalization,  there  may  be  a  case  for 
establishing  a  public  but  independent  in- 
stitution which  would  regularly  scrutinize 


and  estimate  the  levels  of  industry  protec- 
tion, and  assistance  more  broadly,  and  re- 
lease its  findings  for  public  consumption. 
This  would  have  the  benefit  of  exposing 
pleas  for  specific  assistance  to  a  public  air- 
ing, and  placing  the  onus  on  those  seek- 
ing special  privileges  to  justify  their  re- 
quest. It  would  also  provide  "ammunition" 
for  those  groups  ~  exporters,  consumers  ~ 
who  would  be  adversely  affected  by  trade 
protection. 

Competition  Policy 

Much  of  Indonesia's  modern  sector 
economy  is  characterized  by  quite  high 
levels  of  seller  concentration,  as  measured 
by  (for  example)  four -firm  concentration 
ratios.  However,  this  is  not  necessarily  a 
problem,  as  it  reflects  as  much  as  anything 
the  stage  of  the  country's  economic  devel- 
opment, in  particular  its  industrial  infancy. 
As  Kelly  Bird's  (1999)  major  work  on  this 
subject  has  shown  clearly,  once  one  in- 
cludes imports  in  these  industrial  concen- 
tration measures,  and  allows  for  turno\'er 
among  the  leading  firms  in  the  more  con- 
centrated industries,  Indonesia  has  much 
less  of  a  competition  problem.  Moreo\  cr.  the 
trade  reforms  of  the  past  decade  have  al- 
most certainly  increased  competitive  pres- 
sures in  the  economy. 

Since  almost  all  agricultural  and  indus- 
trial activities  are  tradables,  an  open  trade 
regime  would  seem  to  be  by  far  the  most 
effective  (and  administratively  simple)  means 
of  combatting  any  potential  monopoly  prob- 
lems.   Thus  the  high  concentration  ratios 


One  docs  not  hear  of  concerns  about  a  "mono- 
poly" problem  in  the  completely  open  Singapore 
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found  in  much  of  Indonesian  manufactur- 
ing are  not  necessarily  a  problem,  provid- 
ing the  industries  are  "contestable",  i.e.,  that 
bariers  to  imports  and  to  new  domestic  com- 
petitors are  minimal. 

It  is  doubtful  that  complex  legal  struc- 
tures (e.g.,  an  anti -trust  agency)  would  be 
of  much  assistance.  They  would  take  a 
long  time  to  establish,  they  would  be  ex- 
pensive to  operate  (both  in  terms  of  direct 
operating  costs  and  those  related  to  busi- 
ness compliance),  they  would  overload  and 
divert  high-level  judicial  and  bureaucratic 
resources  from  much  more  pressing  needs; 
they  almost  certainly  could  be  circumvent- 
ed, and  to  the  extent  that  their  operations 
are  complex  and  the  decrees  unworkable, 
they  could  become  yet  another  source  of 
serious  corruption,  as  businesses  simply 
adopt  a  "pragmatic"  approach  to  the  prob- 
lem. 

In  a  number  of  industries  characterized 
by  high  levels  of  concentration  in  Indone- 
sia, the  problem  originates  primarily  from 
government-created  barriers  to  entry.  This 
applies  especially  where  State-Owned  En- 
terprises (SOEs)  are  also  present,  again  as 
Bird  (1999)  demonstrates.  The  solution 
here,  obviously,  is  to  remove  those  bar- 
riers at  their  source,  rather  than  to  erect 
yet  more  complex  administrative  structures. 

Indonesia's  proposed  Competition  Com- 
mission is  therefore  likely  to  be  of  little 
assistance  at  best,  and  seriously  counter- 
productive at  worst.  Its  market  share  pro- 
visions arc  unrealistic.  And  in  the  back- 
ground there  are  other  agendas  quite  un- 


cconomy,  even  though  in  alf  likelihood  domestic 
concentration  levels  are  quite  high. 


related  to  competition,  such  as  the  promo- 
tion of  SMEs  and  cooperatives,  and  the  re- 
distribution of  assets  among  ethnic  groups. 
If  the  government  wishes  to  pursue  these 
policies,  it  is  obviously  desirable  that  they 
be  done  openly  and  explicitly,  and  not  by 
"backdoor"  means. 

Since  the  government  is  responding  to 
the  IMF  requirement  that  a  Competition 
Law  be  enacted,  the  Fund  itself  must  be 
held  responsible  for  these  developments. 
It  is  difficult  to  escape  the  conclusion  that 
the  Fimd  did  not  do  its  homework  proper- 
ly in  this  respect,  and  that  it  had  no  idea 
that  this  particular  can  of  worms  would  be 
opened.  If  there  is  political  pressure  for 
the  government  to  be  seen  to  be  "doing 
something"  in  this  area,  one  option  might 
be  to  establish  some  sort  of  "prices  sur- 
veillance authority".  Staffed  with  a  small, 
high-quality  staff,  its  functions  would  be 
to  disseminate  price  information,  thereby 
improving  consumer  awareness  and  ex- 
posing firms  which  attempt  to  exploit  any 
short-run  market  power.  Such  a  body 
should  not,  however,  possess  regulatory 
functions. 

Where  there  are  clear  cases  of  "natural 
monopolies"  (i.e.,  where  there  is  a  down- 
ward-sloping cost  curve  at  current  and 
likely  future  output  levels  ~  the  national 
power  grid  is  an  obvious  example),  there  is 
a  case  for  a  government-sanctioned  mono- 
poly, in  public  or  private  hands.  Here  the 
regulatory  challenge  for  the  government  is 
to  ensure  that  the  monopolist  meets  best- 
practice  international  standards  of  price  and 
service  provision,  and  that  the  process  of 
awarding  monopoly  rights  is  clear  and 
transparent.  If  these  requirements  cannot 
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be  met,  it  may  be  preferable  to  allow  in 
multiple  entrants,  on  the  supposition  that 
the  costs  of  abuse  of  monopoly  power 
would  exceed  the  benefits  foregone  from 
scale  economies. 

Other  Forms  of  Industry  Assistance 

There  can  be  little  doubt  that  past  gov- 
errmient  efforts  to  develop  Research  and 
Development  capacity  and  industrial  pro- 
motion schemes  have  been  seriously  inade- 
quate (see  for  example  Hill  and  Thee,  eds, 
1998).  There  has  been  a  huge  concentration 
of  resources  in  selected  high-tech  initiat- 
ives, most  especially  the  national  aircraft 
factory,  IPTN,  which  by  any  conceivable 
measure  has  been  uneconomic.  Meanwhile, 
the  base  to  support  a  more  efficient  and 
productive  industrial  structure  has  been 
starved  of  resources.  This  applies  particu- 
larly to  the  state  education  system,  at  all 
levels,  and  also  to  various  government  in- 
dustrial extension  schemes. 

Unlike  some  of  those  in  agriculture,  it 
have  not  been  aware  of  any  major  indus- 
trial extension  scheme  in  Indonesia  having 
been  successful,  in  the  sense  of  contribut- 
ing to  increased  industrial  efficiency  in  a 
cost-effective  manner.  It  is  puzzling  that 
this  is  so,  given  all  the  talk  about  the  need 
to  develop  SMEs  and  pribumi  (indigenous 
people)  enterprise.  The  issue  of  efficient  in- 
dustrial promotion  will  become  all  the  more 
important  as  other  means  of  industrial  pro- 
motion —  tariffs,  SOEs  —  arc  gradually 
stripped  away.  Here  Indonesia  might  look 
at  the  experience  of  Taiwan,  which  seems 
to  have  been  the  most  successful  in  East 
Asia  in  developing  dynamic,  efficient,  ex- 
port-oriented SMEs  (see  Lin,  1998).  Within 


ASEAN,  the  impression  is  that  the  most 
notable  extension  efforts  have  been  in  Ma- 
laysian and  Thai  agriculture,  the  latter  re- 
lated to  that  country  quickly  emerging  as 
the  worid's  largest  producer  of  natural  rub- 
ber in  the  early  1990s.  Here,  too,  Indonesia 
could  learn  from  its  neighbours. 

It  does  seem  clear  that  a  new  model  of 
industrial  extension  is  required.  One  that 
is  free  of  past  bureaucratic  constraints,  is 
demand-driven  (i.e.,  by  actual  and  poten- 
tial clients),  that  delivers  services  which 
are  designed  to  overcome  genuine  market 
failures  (particularly  in  the  areas  of  in- 
novation and  international  marketing),  and 
which  is  cost-effective.  These  requirements 
probably  mean  that  such  schemes  are  de- 
tached from  goverrmient  departments.  Bi- 
lateral donors  have  sometimes  complicated 
the  situation,  since  their  schemes  tend  to 
be  too  large,  and  some  have  particular  com- 
mercial limitations.  As  industry  associations 
develop,  they  could  be  involved  more  dir- 
ectly in  the  schemes. 

There  is  also  the  question  of  what  to  do 
with  the  country's  strategic  industries,  i.e., 
the  SOEs  under  Strategic  Industrial  Devel- 
opment Board  (BPIS).  Although  they  are 
mostly  uneconomic  investments,  it  makes 
sense  to  operate  them  as  efficiently  as  pos- 
sible, on  a  marginal  cost  basis,  analogous 
to  China's  investment  in  rocket  technology. 
As  a  result  of  these  investments,  for  ex- 
ample, Indonesia  has  acquired  considerable 
technological  competence  in  the  field  of 
aeronautical  engineering.  It  is  obviously  im- 
portant, however,  to  ensure  that  no  addi- 
tional state  funds  arc  squandered  on  these 
projects.  Some,  such  as  Krakatau  Stccl.  will 
presumably  be  privatized  eventually. 
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Ownership  Issues 

The  most  pressing  issue  at  the  moment 
is  how  to  overcome  the  crisis,  and  to  get 
the  economy  moving  again.  To  raise  em- 
ployment and  income,  in  the  near-term  it 
matters  less  who  owns  the  productive  fa- 
cilities than  how  much  they  are  being  util- 
ized. But  ownership  is  such  a  sensitive  is- 
sue in  Indonesia  that  it  might  be  useful 
to  comment  on  several  interrelated  aspects 
of  the  current  debate. 

State-Owned  Enterprise  (SOE)  Reform 

Indonesia  has  a  large  and  generally  in- 
efficient SOE  sector,  and  one  that  is  be- 
ing temporarily  enlarged  still  further  by 
state  acquisitions  under  the  Indonesian 
Bank  Restructuring  Agency  (IBRA).  Now 
more  than  ever  before  there  is  a  strong 
case  for  reform  of  the  sector  to  improve 
efficiency  and  to  increase  the  dividend 
this  sector  returns  to  the  government  and 
community. 

The  issues  here  are  complex,  so  that 
SOE  reform  is  in  general  a  medium-term 
question.  It  is  of  course  simplistic  to  argue 
that  privatization  per  se  is  a  cure-all  solu- 
tion. There  is  no  reason  in  principle  why 
SOEs  cannot  perform  as  well  as  private 
firms  (for  example,  as  seems  to  be  the  case 
in  Singapore).  And  if  privatization  means 
that  state-owned  assets  will  pass  into  the 
hands  of  the  politically  well-connected  at 
bargain-basement  prices,  as  was  happening 
in  the  late  Socharto  era,  then  it  is  probably 
preferable  to  leave  them  in  public  hands. 

The  real  problem  with  the  SOE  sector, 
in  Indonesia  and  most  other  countries,  is 
that  governments  cannot  resist  the  tempta- 
tion to  meddle:  to  impose  multiple,  non-com- 


mercial, and  often  conflicting  objectives  on 
SOEs,  and  to  burden  them  with  rigid  la- 
bour market  practices  which  result  in  over- 
staffing.  The  current  government's  record 
in  implementing  SOE  reform  is  not  particu- 
larly encouraging,  with  only  a  partial  di- 
vestment of  Gresik  Semen,  and  even  that 
modest  achievement  after  a  painful  pro- 
cess. If  this  is  any  indication  of  what  is  in 
prospect,  then  the  chances  of  major  accom- 
plishments may  be  slim. 

Ideally,  SOE  reform  requires  at  a  min- 
imum: 

•  A  competitive  market  envirormient  ~  a 
private  monopoly  is  no  better  than  a 
public  one; 

•  Corporatization  of  SOEs  to  ensure  that 
they  are  run  on  an  efiFective  commercial 
basis,  an4  that  assets  yield  commercial- 
ly acceptable  rates  of  return; 

•  Where  social  goals  are  assigned  to  an 
SOE,  the  objectives  need  to  be  clearly 
specified,  and  there  needs  to  be  appro- 
priate provision  for  the  costing  of  these 
additional  responsibilities;  and 

•  Accurate  and  transparent  reporting  pro- 
cedures in  monitoring  SOE  performance. 

The  Indonesian  government  may  pur- 
sue SOE  reform  through  a  variety  of  means. 
These  include: 

•  The  removal  SOE  monopoly  rights  and 
privileges.  This  is  probably  politically 
the  easiest  reform  to  introduce,  and  some 
progress  has  already  been  made.  One  ex- 
ample is  easing  barriers  to  entry  in  SOE- 
dominatcd  industries,  such  as  cement  and 
fertilizer.  Another  would  be  to  remove 
Pertamina's  monopoly  as  the  sole  na- 
tional fuel  distributor. 


28 


THE  INDONESIAN  QUARTERLY,  Vol.  XXVII/1999,  No.  1 


Introducing  a  requirement  that  SOEs 
meet  acceptable  financial  performance 
targets,  with  the  additional  requirement 
that  all  subsidies  (both  explicit  and  im- 
plicit) to  SOEs  are  estimated  and  openly 
recorded  in  the  state  budget. 

To  facilitate  the  reform  process,  the  in- 
terests of  relevant  stake-holders  will 
need  to  be  taken  into  account,  and  sup- 
port for  them  which  was  previously  sup- 
plied via  SOEs  may  have  to  come  direct- 
ly from  the  government  budget.  This 
may  be  costly,  but  the  payments  will  be 
"one-off'  in  nature.  The  interests  here 
could  be  extensive,  since  Indonesian 
SOEs  have  been  an  instrument  for  so 
many  policy  objectives.  One  example  is 
that  they  have  been  employed  to  pro- 
mote regional  development,  and  so  some 
sort  of  compensation  for  local  groups 
may  be  necessary.  Another  example  is 
that  SOEs  are  frequently  used  as  a 
means  of  supplementing  the  remunera- 
tion of  senior  civil  servants,  and  here 
too  alternative  methods  would  be  re- 
quired. Perhaps  most  important  of  all, 
SOEs  are  seen  as  a  bulwark  of  pribumi 
commercial  participation,  an  issue  which 
will  be  seen  below. 

Disposal  of  SOEs  should  be  pursued  in 
a  completely  open  and  transparent  fash- 
ion, which  as  noted  was  a  major  draw- 
back of  the  practices  which  have  been 
adopted  in  the  1990s. 

Where  privatization  is  introduced,  it  is 
desirable  that,  unlike  the  case  of  Grcsik 
Semen  and  several  before  it,  the  sale  take 
the  form  of  majority  private  ownership  to 
ensure  that  the  new  owners  can  introduce 
the  necessary  firm-level  reforms. 


SMEs  and  Cooperatives 

There  are  no  reliable  data  on  the  impact 
of  the  crisis  among  the  various  size  groups 
of  enterprises  in  Indonesia.  But  anec- 
dotal evidence  does  suggest  that  SMEs 
are  weathering  the  storm  somewhat  better 
than  many  larger  firms.  This  is  to  be  ex- 
pected: they  are  generally  less  exposed  to 
the  modem  financial  sector;  they  tend  to 
produce  "necessities"  rather  than  "luxuries"; 
and  they  are  generally  more  nimble  and 
less  burdened  by  expensive  overheads.  The 
only  case  study  which  has  examined  the 
performance  of  SMEs  since  1997  is  by  San- 
dee  and  Andadari  (1998)  on  furniture  pro- 
ducers in  the  town  of  Jepara  (north  coast 
of  Central  Java).  Their  interim  conclusion 
was  that  these  firms  were  actually  expand- 
ing during  the  crisis.  Many  SMEs  are  close- 
ly linked  to  the  agricultural  sector,  in  pro- 
cessing and  distribution  activities,  and  most 
of  these  also  are  presumably  doing  quite 
well. 

Indeed,  more  generally,  it  is  often  not 
realized  that  many  Indonesian  SMEs  have 
been  performing  well  in  recent  decades,  a 
point  emphasized  in  numerous  case  studies 
(a  good  recent  one  is  Cole,  1998),  and  in  the 
analysis  of  secondary  data  sources  (see 
Aswicahyono  et.  al.,  1996).  It  is  therefore 
puzzling  to  hear  constant  calls  for  special 
SME  support  initiatives,  seemingly  without 
reference  to  this  solid  body  of  empirical  re- 
search. 

Since  they  appear  to  be  weathering  the 
crisis  reasonably  well,  Uie  case  for  specific 
short-term  assistance  for  SMEs  is  there- 


Some  research  being  conducted  by  the  Asia 
Foundation  on  the  impact  of  the  crisis  on  SMEs 
will  also  be  relevant  here. 
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fore  weaker.  In  the  medium  term,  there  is  of 
course  much  the  government  can  do  to 
promote  a  dynamic  and  efficient  SME  sec- 
tor. These  firms  should  at  a  minimum  be 
guaranteed  a  "level  playing  field"  in  their 
dealings  with  the  bureaucracy.  In  the  past, 
well-connected  larger  firms  have  benefitted 
disproportionately  from  government  lar- 
gesse. Moreover,  a  complex  regulatory  re- 
gime has  imposed  high  per  unit  costs  on 
small  firms  in  their  dealings  with  the  bur- 
eaucracy (see  Thee,  1994).  There  is  also  a 
strong  case,  as  noted  above,  for  the  intro- 
duction of  industrial  extension  programs 
to  facilitate  the  development  of  an  efficient 
and  dynamic  SME  sector.  These  should  not, 
preferably,  be  scale-specific  in  orientation, 
though  in  practice  it  is  likely  that  SMEs 
will  be  the  main  client  group. 

It  is  sometimes  argued  that  SMEs  de- 
serve support  purely  on  equity  grounds. 
Advocates  of  this  view  need  to  demon- 
strate that  scarce  government  funds  to  as- 
sist the  poor  are  more  effectively  utilized 
in  this  manner,  as  compared  to  e.g.,  public 
works  schemes,  maintaining  the  public  edu- 
cation system  intact,  and  food  aid  for  the 
very  poor.  It  is  difficult  to  see  how  such  a 
case  could  be  made. 

An  New  Economic  Policy  (NEP)  for 
Indonesia? 

Any  society  in  which  there  exists  glar- 
ing socio-economic  inequalities  is  likely  to 
run  the  risk  of  periodic  social  upheaval. 
Where  these  inequalities  have  a  more  or 
less  identifiable  ethnic,  communal,  regional, 
or  religious  basis,  the  likelihood  of  turmoil 
is  even  greater.  The  author  have  always 
been  persuaded  by  the  argument  that  one 


explanation  for  East  Asia's  rapid  eco- 
nomic growth  was  the  fact  that,  although 
such  growth  is  inevitably  disruptive,  and 
its  social  and  environmental  consequences 
sometimes  harsh,  the  downside  was  toler- 
ated because  there  was  a  widespread  ex- 
pectation that  the  benefits  of  growth  would 
be  broad-based. 

Indonesia's  record  of  poverty  alleviation 
in  the  30  years  after  1966  was  unquestion- 
ably one  of  the  best  in  East  Asia.  The  re- 
cord on  inequality  seemed  to  be  very  good, 
too,  though  many  questioned  whether 
the  consistently  low  gini  ratios  (based  on 
the  distribution  of  household  expenditures) 
could  be  reconciled  with  the  spectacular 
aggrandisement  of  a  few.  But,  whatever 
the  facts,  and  Soeharto's  adroit  handling 
of  ethnic  relations,  the  perception  has  al- 
ways remained  in  many  pribumi  circles 
that  the  socio-economic  gap  between  them 
and  the  ethnic  Chinese  was  unacceptably 
large  and  probably  widening.  The  govern- 
ment had  always  employed  a  range  of 
formal  and  informal  instruments  of  affirm- 
ative action  (public  sector  employment,  uni- 
versity entrance  quotas,  credit  facilities,  etc). 
But  when  politicians  such  as  Minister  Adi 
Sasono  have  adopted  a  much  more  aggres- 
sive posture,  and  some  have  called  for  the 
establishment  of  a  Malaysian-style  NEP,  it 
is  not  surprising  that  there  has  been  an 
enthusiastic  public  response. 

Could  and  should  Indonesia  introduce 
some  sort  of  NEP?  By  way  of  background, 
four  preliminary  observations  need  to  be 
made.  First,  it  is  obvious  that  something 
has  to  be  done.  The  issue  has  become  so 
topical,  and  expectations  elevated  to  the 
point  that  there  needs  to  be  some  sort  of 
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formal  political  response  to  the  challenge. 
Secondly,  there  are  already  various  NEP- 
type  programs  in  existence,  some  quite  ex- 
plicit, others  more  informal,  including  uni- 
versity entrance,  credit  programs,  civil  ser- 
vice employment,  and  government  con- 
tracts. Thus  the  principle  of  affirmative  ac- 
tion is  not  new  to  Indonesia.  Thirdly,  and 
perhaps  too  obvious  to  bear  emphasis, 
there  are  no  "quick  fixes".  Inter-ethnic  and 
personal  differences  in  income,  for  example, 
reflected  deep-seated  differences  in  human 
and  financial  capital,  and  they  take  gen- 
erations, not  years,  to  ameliorate.  Finally, 
from  a  policy  perspective,  government  ini- 
tiatives should  be  directed  as  closely  as 
possible  to  the  source  of  the  problem.  For 
example,  if  the  problem  is  principally  one 
of  poverty,  then  transferring  resources  to 
rich,  well-connected  pribumi  business 
people  is  unlikely  to  help  much. 

Malaysia  has  operated  one  of  the  most 
successful  ethnic  redistribution  programs 
anywhere  in  the  world,  over  the  period 
1971-1990  pushing  up  the  bumiputem  (in- 
digenous people)  stake  in  the  modern  eco- 
nomy from  about  2  per  cent  to  around  20 
per  cent  during  the  period  1970-90,  while 
at  the  same  time  achieving  high  levels  of 
growth  and  investment.  It  is  therefore  un- 
derstandable that  many  in  Indonesia  look 
to  it  as  a  model  to  follow.  However,  it  is  un- 
likely that  Indonesia  could  emulate  this  ex- 
perience, for  at  least  three  reasons.^ 

One  is  that,  notwithstanding  the  se- 
rious events  in  May  1969,  it  was  not  imple- 
mented during  a  period  of  significant  eco- 


Sec  Maclcic  (1998)  for  a  succinct  and  excel- 
lent discussion  of  these  issues,  on  which  the  fol- 
lowing paragraphs  draw. 


nomic  contraction  in  which  a  major  flight 
of  domestic  capital  had  occurred.  Moreover, 
there  was  robust  regional  and  national  eco- 
nomic growth  in  the  first  decade  following 
the  introduction  of  the  NEP,  much  faster  in 
all  likelihood  that  are  likely  to  be  witness 
in  the  next  few  years. 

Secondly,  Malaysia  started  the  NEP  with 
a  very  large  foreign  commercial  presence, 
which  meant  that  the  major  transfer  to 
bumiputera  came  not  from  the  Chinese  com- 
munity but  from  foreigners.  In  fact,  the 
non-bumiputera  share  of  the  modem  eco- 
nomy actually  rose,  from  34  per  cent  to  45 
per  cent  over  the  period  1971-1990.  The 
combined  effect  of  these  two  factors  was 
that  the  NEP  was  never  a  zero  sum  game. 
Although  soine  in  the  non-bumiputera 
groups  were  disaffected  (not  surprisingly 
the  poor  in  particular),  most  continued  to 
enjoy  rapidly  rising  living  standards. 

A  third  factor  was  that  Malaysia  then 
had  one  of  the  best  quality  pubhc  admin- 
istrations in  the  developing  world,  and  a 
very  open  economy.  Both  these  factors 
placed  a  check  on  rampant  abuse  of  the 
system.  The  more  thoughtful  proponents 
of  the  NEP  in  Malaysia  have  always  been 
cautious  to  advocate  its  transferability  to 
countries  with  much  weaker  standards  of 
public  administration.**  This  surely  includes 
Indonesia,  and  it  would  be  tragic  indeed  if 
a  new  form  of  cronyism,  just  as  virulent  as 
that  of  the  late  Socharto  era,  were  to  emerge 
in  consequence. 


For  example  the  comments  of  Ungku  Aziz. 
formerly  Vice  Chancellor  of  the  University  of 
Malaya  and  long-time  government  adviser,  at  the 
ISF,AS  30th  anniversary  conference,  Singapore, 
August  1998. 
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If,  as  seems  likely,  cooperatives  are  to 
be  a  key  vehicle  in  the  transfer  of  assets, 
the  dangers  of  waste  and  corruption  will 
be  even  greater  still.  In  spite  of  their  long- 
standing popular  appeal,  it  is  not  known 
of  these  institutions  functioning  as  efficient 
economic  units  in  Indonesia,  certainly  on 
any  scale.  If  large  volumes  of  resources  are 
directed  towards  commercially  inexperienced 
bodies  and  through  means  which  lack  ac- 
countability and  transparency,  the  results 
could  well  be  disappointing,  and  set  back 
genuine  efforts  to  help  SMEs.  One  thinks 
here  for  example,  of  the  disastrous  benteng 
program  of  the  early  1950s,  whose  perform- 
ance was  critically  evaluated  by  Professor 
Sumitro  Djojohadikusumo  (1954)  and  col- 
leagues.^ 

If  an  NEP-style  approach  is  risky,  but 
equity  and  political  considerations  demand 
some  sort  of  response,  what  are  the  gov- 
ernment's options?  One  obvious  approach 
is  to  institute  a  much  more  activist  anti- 
poverty  program,  and  a  more  concerted  ef- 
fort to  develop  efficient  pribumi  enterprise. 
A  major  element  would  be  a  serious  effort 
to  tax  the  rich  in  Indonesia,  through  en- 
forcement of  income  tax  provisions  and 
land  tax  (the  PBB).  On  both  counts,  the  rich 
have  got  off  rather  lightly.  Such  a  program 
would  be  able  to  fund  government  pro- 
grams for  the  poor,  and  address  the  wide- 
spread public  grievance  that  the  rich  get 
off  lightly. 

A  second  clement  would  be  an  im- 
proved system  of  public  education  and 

'Or,  in  words  which  resonate  today,  the  late 
Bruce  Glassbumer  observed  (1971,  p.  88)  that,  un- 
der the  scheme,  "...  the  issuing  of  licences  became 
primarily  a  means  of  support  for  the  Nationalist 
Party". 


health.  This  would  aim  to  provide  good 
quality  universal  public  education,  perhaps 
with  some  sort  of  means  test,  through  to 
say  the  end  of  SMP  (Year  9),  and  much 
better  public  health  facilities.  The  evidence 
from  Malaysia  suggests  that  the  effective 
provision  of  these  public  goods,  combined 
with  rapid  economic  and  employment  growth, 
was  the  most  important  means  of  socio-eco- 
nomic advance  for  the  bumiputera  com- 
munity. It  is  also  an  area  in  which  Indone- 
sia has  under-invested,  notwithstanding  the 
impressive  improvement  in  quantitative  in- 
dicators over  the  past  30  years.  A  third 
element  would  be  a  range  of  efficiency- 
oriented  business  development  programs,  of 
the  type  adumbrated  above. 

This  discussion  is  wandering  quite  far 
from  sectoral  issues,  but  owing  to  the  pop- 
ular link  between  SME  development  and 
some  sort  of  NEP  program,  it  does  seem 
relevant.  It  may  well  be  the  case  that  some 
sort  of  NEP  is  inevitable.  But  in  the  ab- 
sence of  clean  administration  and  initiat- 
ives of  the  type  mentioned  in  the  above 
paragraphs,  it  could  end  up  achieving  little 
other  than  even  more  societal  disaffection. 

Foreign  Direct  Investment  (FDI)  Policy 

Indonesia  desperately  needs  foreign  cap- 
ital. Although  it  is  now  running  a  current 
account  surplus,  this  will  quickly  vanish 
as  recovery  proceeds.  And  rising  foreign 
ownership  is  inevitable  given  the  need  to 


"To  the  argument  that  Indonesia  could  not  af- 
ford such  facilities,  it  is  worth  pointing  out  that 
Sri  Lanka,  with  a  GDP  per  capita  about  75  per  cent 
of  Indonesia's  pre-crisis,  in  1995  had  an  infant 
mortality  rate  one-third  of  Indonesia's  (see  World 
Bank,  World  Development  Report  1997). 
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recapitalize  the  financial  and  real  sectors. 
It  is  clear  that  not  only  has  Indonesia  been 
the  worst  affected  among  the  East  Asian 
crisis  economies,  but  that  it  has  missed  al- 
most completely  on  FDI  into  the  region.  In 
South  Korea,  for  example,  FDI  rose  27  per 
cent  in  1998  (Asian  Wall  Street  Journal, 
January  5,  1999),  and  even  Malaysia's  cap- 
ital controls  have  apparently  not  deterred 
MNCs  significantly. 

There  may  therefore  be  a  temptation  to 
return  to  the  1967  initiative  (abolished  final- 
ly in  1984)  of  generous  fiscal  incentives  to 
attract  foreign  investors  back.  The  thinking 
here  maybe  something  akin  to  that  which 
underpinned  the  determination  to  attract 
foreign  capital  back  to  Indonesia  at  the  be- 
ginning of  the  New  Order.  In  the  words 
of  the  architect  of  that  policy.  Professor 
Moh.  Sadli: 

"When  we  started  out  attracting  foreign  in- 
vestment in  1967  everything  and  everyone 
was  acceptable.  We  did  not  dare  to  refuse; 
we  did  not  even  dare  to  ask  for  bonafidity 
of  credentials.  We  needed  a  list  of  names 
and  dollar  figures  of  intended  investments, 
to  give  credence  to  our  drive.  The  first  min- 
ing company  virtually  wrote  its  own  ticket. 
Since  we  had  no  conception  about  a  mining 
contract,  we  accepted  the  draft  written  by 
the  company  as  a  basis  for  negotiation  and 
only  common  sense  and  the  desire  to  bag 
the  first  contract  were  our  guidelines." 

The  circumstances  of  1966  and  1999  are 
not  the  same,  and  reintroducing  incentives 
would  be  a  risky  path.  It  erodes  the  already 
extremely  precarious  fiscal  situation.  It  also 
encourages  the  Investment  Coordinating 
Board  (BKPM)  and  other  government  agen- 
cies to  employ  these  incentives  as  de  facto 
instruments  of  selective  industry  policy,  as 
they  were  just  beginning  to  on  the  cvc  of 
the  crisis.  And,  unlike  one-third  of  a  cen- 
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tury  ago,  Indonesia  now  has  a  well-estab- 
lished modern  capitalist  sector,  which  is 
integrated  into  the  international  economy. 

The  real  issue  for  Indonesia  is  to  pro- 
vide a  political,  legal  and  commercial  cli- 
mate at  least  comparable  to  its  neighbours, 
which  induces  all  investors  ~  foreign  and 
domestic  alike  ~  to  invest  in  the  country.^ 
Rather  than  offering  incentives,  the  govern- 
ment might  want  to  make  an  effort  to  se- 
riously clean  up  the  still  messy  FDI  regu- 
latory regime.  Moreover,  it  will  need  to  edu- 
cate the  community  that  the  acquisition  of 
ailing  domestic  companies  by  whomever, 
including  the  so-called  "vulture  fimds",  is 
acceptable  commercial  practice.  The  latter  is 
proving  to  be  a  difficult  enough  task  in 
Thailand,  which  has  traditionally  adopted 
a  less  xenophobic  posture  towards  foreign 
ownership;  in  Indonesia  it  will  be  a  much 
more  demanding  a  task  for  the  government 
to  steer  a  course  through  this  potential 
minefield. 
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Effects  of  East  Asian  Economic  Crisis 
and  Structural  Adjustment  on 
German  Companies* 

HeikeProff 


Introduction 

ONE  year  ago  the  "Asian  Model" 
gave  way  to  the  "Asian  Influ- 
enza". Many  of  the  former  model 
economies  ("tiger  countries")  changed  into 
problem  children  of  the  International  Mon- 
etary Fund  (IMF)  and  are  having  to  under- 
go painful  restructuring  processes.  What 
was  first  thought  of  only  as  a  temporary 
growth  setback  has  now  developed  into  a 
regional  trouble  spot  with  probable  implica- 
tion for  the  whole  world  economy,  even  if 
current  economic  problems  in  Japan  are  not 
taken  into  account. 


This  paper  is  a  revised  and  considerably  ex- 
tended version  of  a  contribution  to  a  panel  discus- 
sion in  a  special  symposium  on  "Asian  Financial 
Crisis:  Challenges  and  Solutions"  at  the  Pan-Pacific 
Conference  XV  at  Seoul,  South  Korea,  1-3  June 
1998.  I  am  grateful  to  comments  from  conference 
participants.  I  would  also  like  to  thank  Dr.  Tim  Phi- 
Hppi  (Korean-German  Chamber  of  Commerce  and 
Industry  at  Seoul)  for  data  provided  and  discussion. 
This  paper  also  benefits  from  two  presentations 
on  the  Asia-Pacific  Strategies  of  the  Fuchs  Group, 
Mannheim  and  BASF  AG,  I,udwig.shafcn,  held  dur- 
ing my  lecture  on  "International  Management  in 
East  Asia,  Latin  America  and  sub-Saharan  Africa" 
in  summer  term  1998.  Thanks  to  Dr.  M.  Bchar,  a 
member  of  the  Board  of  Management,  I'uchs  Group 
and  Mr.  H.  Stein,  Director  Regional  Division  Asia- 
Pacific,  BASF  AG. 


Although  there  had  been  a  lot  of  refer- 
ences to  a  coming  East  Asian  crisis  ~  like 
the  steady  fall  of  the  Asian  Banking  Dow 
Jones  Index  since  1995  ~  and  some  discus- 
sion about  the  sustainability  of  East  Asian 
economic  growth  (Krugman  1994),  the  rating 
agencies  paid  by  governments  or  local 
companies  did  not  anticipate  the  turmoil. 
The  analysts  of  the  East  Asian  emerging 
markets  emphasized  the  enormous  GNP  and 
export  growth  rates,  instead.  That  meant 
not  only  exports  of  raw  materials  but  also 
of  manufactured  goods  such  as  automo- 
biles, electronic  products  or  scientific  and 
measm"ing  equipment.  Altogether,  in  1997 
the  East  Asian  emerging  economies  hit 
most  by  the  crisis  (Indonesia,  Malaysia, 
South  Korea,  and  Thailand)  exported  goods 
and  services  with  a  total  value  of  US$296.1 
bill,  in  1995  (Asian  Development  Bank  1996. 
233).  However,  it  was  often  ignored  that 
the  deficits  in  the  balance  of  payments  on 
current  account  of  those  countries  stead- 
ily increased  from  US$12.9  bill,  in  1990 
to  US$36.6  bill,  in  1995  (Ibid.,  237).  Accom- 
panied by  fixed  exchange  rates  this  led 
to  overvalued  currencies  and  on  13  May 
1997  a  market  correction  was  forced  by 
speculators,  at  first  in  Thailand.  The  speed 
of  fall  in  currency  rcser\'es  and  the  coun- 
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Figure  1 
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tries'  ratings  urged  local  governments  to 
ask  for  IMF  support.  The  quickly  initiated 
Structural  Adjustment  Programs  are  tradi- 
tional schemes,  only  partly  adapted  to  the 
special  East  Asian  situation. 

This  article  analyzes  the  effects  of  the 
economic  crisis  in  East  Asia's  most  se- 
verely affected  emerging  markets,  Thailand, 
Indonesia,  South  Korea  and  Malaysia,  on 
companies,  i.e.  the  direct  effects  of  the  cri- 
sis itself  together  with  the  indirect  effects 
of  Structural  Adjustment  Programs  initiated 
in  all  these  countries  except  Malaysia  (which 
is  trying  to  manage  the  adjustment  to  the 
reduced  external  value  of  the  Ringgit  with- 
out support  of  the  IMF).  The  further  art- 
icle is  structured  into  four  sections  (cf. 
Figure  1):  First,  (structural)  explanations  of 
the  East  Asian  economic  crisis  will  be 
regarded  in  section  2  as  a  starting  point 
for  an  analysis  of  the  direct  and  indirect 


changes  in  the  company  environment.  The 
direct  changes  from  the  crisis  itself  (de- 
valuation, rise  in  interest  rates  and  overall 
economic  decline  -  section  3a)  can  be  seen 
as  a  first  shift  in  company  environment 
supplemented  by  the  indirect  changes  from 
the  Structural  Adjustment  Programs  that 
most  of  the  countries  have  initiated  to 
overcome  the  crisis  (especially  the  reduc- 
tion of  governmental  spending  and  pri- 
vatization -  section  3b)  as  a  second  shift  in 
the  company  environment;  both  changes 
are  shown  subsequently.  For  the  impacts 
of  these  (direct  and  indirect)  changes  on 
companies  are  not  possible  to  deduce  (ex 
ante)  in  a  situation  of  ongoing  crisis  and 
adjustment;  impacts  can  only  be  anticip- 
ated from  already  (ex  post)  analyzed  im- 
pacts of  traditional  Structural  Adjustment 
Programs  on  companies.  This  is  possible, 
for  it  can  be  shown  that  Asian  crisis  and 
Asian  Structural  Adjustment  Programs 
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together  cause  the  same  environmental 
changes  as  traditional  Structural  Adjustment 
Programs,  so  that  the  same  impacts  on 
companies  can  be  expected.  Therefore  the 
third  section  regards  aims,  theoretical  back- 
ground and  conditionality  (i.e.  environ- 
mental changes)  from  traditional  Structural 
Adjustment  Programs  (4a)  and  their  im- 
pacts on  companies,  deduced  theoretically 
and  proved  in  the  survey  conducted  in 
Ghana  as  the  model  country  of  IMF's  pol- 
icy 1992-1993  (4b).  Empirical  results  from 
a  recent  regional  study  of  the  impacts  of 
the  East  Asian  economic  crisis  on  German 
companies  in  several  East  Asian  countries 
show  similar  impacts  of  the  East  Asian  cri- 
sis plus  the  Asian  Structural  Adjustment 
Programs  on  companies  to  those  deduced 
and  proved  for  the  traditional  Programs  in 
Ghana,  as  is  shown  in  section  5. 

Attempts  to  Explain  the  East  Asian 
Economic  Crisis 

There  are  several  theoretical  explana- 
tions of  the  causes  of  the  East  Asian  crisis. 
Some  are  set  in  at  macro  level,  taking  busi- 
ness cycle  theories  (Schumpeter  and  von 
Hayek)  to  explain  the  capital  and  invest- 
ment flows  after  the  strong  devaluation 
of  the  US-Dollar  in  1985  (Plaza-Accord),  di- 
recting capital  and  investment  first  to  Ja- 
pan and,  after  the  burst  of  its  speculative 
bubble  in  1989.  to  other  East  Asian  coun- 
tries (Schnabl,  Starbatty  1998).  Others  take 
(monetary)  international  economic  theory  to 
explain  currency  crises  like  Knigman  (1998), 
differentiating  between  three  generations  of 
such  explanations  (problems  brought  on  by 
fiscal  deficits,  by  macrocconomic  tempta- 
tion or  by  financial  excess),  again  at  macro 


level.  In  this  paper,  however,  the  emphasis 
is  more  on  the  structural  conditions  as  a 
cause  of  the  East  Asian  crisis  which  is 
more  central  to  the  discussion  in  Asia  and 
America.  Therefore  a  neo-institutionalistic 
model  (Mishkin  1997)  will  be  drawn  upon. 

In  general  there  are  two  special  institu- 
tional features  in  the  financial  sectors  of 
emerging  market  countries  compared  to  in- 
dustrialized countries  that  imply  special 
propagation  mechanisms  for  financial  in- 
stability. Instead  of  low  inflation  rates  and 
long  duration  debts  in  the  stable  local  cur- 
rency in  industrialized  countries,  many 
emerging  market  countries  have  had  high 
variable  inflation  rates  in  the  past  and  so 
long  term  debt  contracts  are  too  risky.  The 
result  is  a  debt  structure  of  very  short  dura- 
tion. Given  poor  inflation  performance,  these 
countries  also  have  domestic  currencies  that 
undergo  substantial  fluctuations  in  value 
and  are  thus  very  risky.  To  avoid  this  risk, 
many  debt  contracts  in  these  countries  are 
denominated  in  foreign  currency,  while  in- 
dustrialized countries  have  longer-duration 
debt  contracts  that  are  frequently  denomin- 
ated in  domestic  currency  (Mishkin  1997). 

This  was  exactly  the  situation  in  East 
Asia  in  early  1997.  Although  it  is  difficult 
to  get  together  the  different  causes  of 
the  East  Asian  economic  crisis,  Figure  2  is 
an  attempt  to  do  so.  A  general  model  of 
"propagation  of  financial  instability  in 
emerging  markets"  by  Frederic  Mishkin 
(1997)  is  taken  as  the  basis.  As  this  model  is 
demonstrated  by  the  example  of  the  Mexi- 
can crisis  1994,  it  is  extended  to  the  special 
situation  of  East  Asia  in  1997  distingiiish- 
ing  between  two  phases  of  the  East  Asian 
crisis:  (1)  deterioration,  and.  (2)  collapse.  Ac- 
cording to  Mishkin,  there  are  four  factors 
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Figure  2 


CAUSES  AND  IMPACTS  OF  THE  EAST  ASIAN  ECONOMIC  CRISIS 
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Source:  Own  design  according  to  Mishkin  (1997). 


that  typically  help  initiate  Financial  instab- 
ility in  a  first  phase  of  the  crisis:  (1)  in- 
creases in  interest  rales;  (2)  a  deterioration 
in  banks'  balance  sheets;  (3)  negative  shocks 
to  non  banks'  balance  sheets  such  as  a 
stock  market  decline;  and,  (4)  increases  in 
uncertainty. 

Increases  in  Interest  Rate 

Countries  often  begin  experiencing  ma- 
jor bouts  of  Financial  instability  when  do- 


mestic interest  rates  begin  to  rise,  often  with 
the  rise  initiated  by  interest  rate  increases 
abroad.  Similarly,  the  Mexican  Financial  cri- 
sis of  1994-95  began  with  upward  pressure 
on  domestic  interest  rates  following  the 
monetary  tightening  in  the  United  States 
beginning  in  Febniary  1994.  These  rises  in 
interest  rates  increased  adverse  selection 
problems  in  the  credit  markets  because  com- 
panies with  the  riskiest  investments  are 
normally  those  who  are  willing  to  pay  the 
highest  interest  rates.  Good  credit  risks  arc 
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less  likely  to  borrow  at  high  interest  rates 
while  bad  credit  risks  are  still  willing  to 
borrow.  The  rise  in  interest  rates  also  lead 
to  a  decrease  in  cash  flow  due  to  higher 
interest  payments  of  companies  that  hurt 
the  balance  sheets  of  corporations  making 
the  moral  hazard  problem  more  severe  for 
potential  lenders  to  these  companies.  In  ad- 
dition, the  increase  in  interest  rates  weaken- 
ed banks'  balance  sheets  because  of  banks' 
maturity  mismatch  and  this  also  led  to  in- 
creased moral  hazard. 

A  Deterioration  in  Banks'  Balance 
Sheets 

This  is"  another  characteristic  of  the 
early  stages  of  financial  instability  which 
results  from  risky  loans  that  have  turned 
sour.  Beside  the  pure  amount  of  lending,  the 
investment  projects  itself  must  be  reviewed 
critically.  The  low  productivity  increase  in 
Asia  (Behravesh  1996,  11)  is  a  consequence 
of  excessive  lending  in  unproductive  invest- 
ments like  hotels.  Some  5000  new  luxury 
hotel  rooms  will  be  opened  in  Kuala  Lum- 
pur in  1999  resulting  in  a  further  price  de- 
cline of  at  least  20-25  per  cent,  making  many 
investments  unprofitable  (Gesemann  1997). 
The  non-performing  loans  in  the  region 
have  reached  a  disastrous  13  per  cent  of 
the  total  regional  GDP  and  are  up  to  20  per 
cent  of  all  loans.  From  the  Asian  point  of 
view  the  inadequate  risk  management  was 
supported  by  poor  advice  from  the  West 
(Western  1998,  51). 

Negative  Shocks  to  Non-Banks '  Balance 
Sheets 

Stock  market  crashes  are  also  typically 
associated  with  financial  instability.  The  de- 


clining net  worth  of  corporations  increased 
adverse  selection  and  moral  hazard  prob- 
lems in  financial  markets  because  the  effea- 
ive  collateral  in  the  firms  decreased,  while 
the  decline  in  net  worth  meant  that  the  in- 
centives for  borrowers  to  take  on  risk  at  the 
expense  of  the  lender  increased.  The  de- 
clining Dow  Jones  Financial  Index  was  a 
leading  indicator  for  this  trend  in  East  Asia. 

Increases  in  Uncertainty 

The  fourth  factor  that  frequently  ap- 
pears when  there  is  financial  instability  is 
an  increase  in  uncertainty,  whether  because 
an  economy  is  already  in  recession,  or  be- 
cause a  major  financial  or  non-financial  firm 
goes  bankrupt.  The  bankruptcy  of  Hamboo 
Steel  in  South  Korea,  which  borrowed  22 
times  the  amount  of  its  equity,  for  example 
made  the  severe  distortions  in  the  financial 
sector  clearer  to  a  wider  public,  leading  to  a 
stronger  reconsideration  of  fundamentals  in 
capital  markets  (Granitsas,  Biers  1998,  67). 
Increases  in  uncertainty  make  it  harder  for 
financial  markets  to  process  information, 
thereby  increasing  adverse  selection  and 
moral  hazard  problems  and  causing  a  de- 
cline in  lending  and  economic  activity. 

As  shown  in  Figure  2,  each  of  these  four 
factors  can  promote  financial  instability  in 
a  first  phase  of  deterioration.  If  all  of  these 
factors  occur  at  the  same  time  and  are  large, 
the  situation  is  likely  to  escalate  into  a  full 
scale  financial  crisis,  with  much  greater  neg- 
ative effects  on  the  real  economy,  leading  to 
a  real  economic  crisis.  Particularly  import- 
ant (and  not  sufficiently  appreciated)  in 
promoting  a  foreign  exchange  crisis  is  a  de- 
terioration in  banks'  balance-sheets  which 
can  make  it  extremely  difficult  for  the  cent- 
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ral  bank  to  defend  the  domestic  currency. 
Any  rise  in  interest  rates  to  keep  the  do- 
mestic currency  from  depreciating  has  the 
additional  effect  of  weakening  the  bank- 
ing system  further  because  the  rise  in  in- 
terest rates  hurts  banks'  balance  sheets. 
This  negative  effect  of  a  rise  in  interest 
rates  on  banks'  balance  sheets  occurs  be- 
cause of  their  maturity  mismatch  and  their 
exposure  to  increase  credit  risks  when  the 
economy  deteriorates.  Thus,  when  a  spe- 
culative attack  on  the  currency  occurs,  the 
central  bank  like  the  bank  of  Thailand  has 
limited  policy  parameters.  If  it  raises  inter- 
est rates  sufficiently  to  defend  the  currency, 
which  would  have  been  recommended  as 
a  lesson  from  the  Mexican  Crisis  (Interna- 
tional Monetary  Fund  1998,  51)  the  banking 
system  may  collapse.'  Once  investors  re- 
cognize that  a  country's  weak  banking 
system  makes  it  less  likely  that  the  central 
bank  will  take  the  steps  to  successfully 
defend  the  domestic  currency,  via  foreign 
currency  reserves,  they  have  even  greater 
incentives  to  attack  the  currency  because 
expected  profits  from  selling  the  currency 
have  now  risen  (phase  2:  collapse). 

This  is  exactly  what  has  happened  in 
East  Asia,  where  in  addition  to  the  four 
factors  regarded  in  Mishkin's  neo-institu- 
tional  view  some  neo-classical  reflections 
can  explain  how  the  first  phase  of  deteri- 
oration leads  to  the  exchange  rate  crisis, 
namely  fixed  exchange  rates  of  most  East 

'Brazil  and  the  Czech  Republic  fended  off  at- 
tacks on  their  currency  by  raising  their  interest 
rates.  As  a  consequence  in  Brazil,  a  .slowing  down 
of  the  economies'  growth  from  estimated  3.5  per 
cent  to  estimated  2  per  cent  1998  (Drcsdencr  Bank 
1998,  p.  2 Iff)  will  occur,  10  per  cent  of  the  cur- 
rency reserves  were  used  and  the  interest  rates 
were  raised  to  3  per  cent  per  month. 


Asian  currencies.  As  a  result  of  the  increase 
of  the  US-Dollar  of  about  50  per  cent  be- 
tween 1995  and  1997  not  only  the  trade  bal- 
ances of  the  East  Asian  countries  worsened 
but  also  imbalances  grew  between  the  dif- 
ferences in  interest  rates,  the  differences  be- 
tween spot  rates  and  future  rates  as  well  as 
expected  changes  in  the  spot  rales  (Brealey, 
Meyrs  1991,  860).  Certainly,  each  country  has 
its  own  specifics,  which  encouraged  or  in- 
tensified the  crisis,  hence,  weaknesses  be- 
came evident  that  had  been  veiled  by  for- 
mer success  stories:  the  corrupt  political 
system  in  Indonesia  or  the  non-transparent 
interweaving  of  government  and  the  eco- 
nomy in  South  Korea. 

The  collapse  of  many  East  Asian  eco- 
nomies then  occurred  in  a  second  phase 
that  started  with  speculators  borrowing  im- 
mense amounts  of  the  Baht.  They  changed 
most  of  the  borrowed  money  in  Dollars  as 
a  stable  currency  and  used  the  rest  as  ven- 
ture capital,  which  they  threw  on  the  mar- 
kets in  a  targeted  attack  accompanied  by 
verbal  attacks  for  example,  on  Thailand  and 
its  probable  inability  to  support  the  Baht. 
With  the  increasing  speculation  even  the 
Thai  population  changed  Baht  into  US- 
Dollar,  causing  a  further  devaluation  of  the 
currency.  In  the  end  the  central  bank  of 
Thailand  ran  out  of  foreign  reserves  and 
had  to  give  up  support  actions;  the  currency 
was  unpegged.  The  speculators  achieved 
great  profits  for  they  had  to  pay  back  only 
parts  of  the  changed  Dollar  for  their  Baht- 
credits.  Thailand,  however,  had  a  severe  for- 
eign exchange  crisis  that  spread  to  other 
East  Asian  countries.  Between  January  and 
December  1997  the  exchange  rates  dropped 
in  Thailand  by  73.16  per  cent,  in  Malaysia 
by  51.15  per  cent  and  in  Indonesia  and 
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South  Korea  by  more  than  100  per  cent 
(Siidwestdeutsche  Landesbank  1997).^ 

As  it  can  also  be  seen  from  Figure  2, 
a  foreign  exchange  crisis  worsens  moral 
hazard  and  adverse  selection  problems  and 
leads  to  a  severe  decline  in  economic  ac- 
tivity from  growth  rates  between  9  and  12 
per  cent  to  negative  growth  rates  in  many 
East  Asian  countries.  However,  not  only 
the  GDP  (growth)  per  capita  decreased  but 
also  the  share  of  investments  in  GDP  from 
41  per  cent  in  Thailand  before  the  crisis 
was  estimated  only  29  per  cent  by  the  end 
of  1998.  The  private  investments  espe- 
cially are  expected  to  drop  from  31.5  per 
cent  to  17.6  per  cent  of  GDP  because  of  in- 
creasing interest  rates  and  decreasing  profits 
due  to  decreasing  purchasing  power  (Royal 
Thai  Government  1998).  However,  in  spring 
1998,  the  tremendous  drop  in  the  growth 
of  GDP  has  hidden  the  ground  in  many 
of  the  East  Asian  countries,  especially  in 
South  Korea  and  Thailand. 

Changes  in  East  Asia's  Company 
Environment 

Direct  Changes  Resulting  from  the 
East  Asian  Economic  Crisis 

As  shown  in  Figure  1,  devaluation,  in- 
creasing interest  rates  and  the  overall  eco- 
nomic dec'fine  (GDP  (growth)  drop)  arc  the 
most  important  changes  in  the  (broad) 
company  environment,  resulting  from  the 
East  Asian  economic  crisis.  These  changes 
can  best  be  seen  in  South  Korea,  the  11th 

^oday  Malay.sia  and  especially  South  Korea 
and  Thailand  show  a  stabilization  (raising  exchange 
rates),  while  Indonesia's  exchange  rate  is  still  fall- 
ing (SQdwcstdeutsche  landesbank  1998). 


largest  economy  in  the  world  (cf ,  Table  1). 
Between  1995  and  April  1998  a  devaluation 
from  774  Won/US$  to  1388  Won/US$  took 
place,  accompanied  by  a  rise  in  interest 
rates  from  11.65  per  cent  to  19.78  per  cent 
(with  a  peak  of  24.31  per  cent  on  average 
in  1997).  The  per  capita-income  sank  from 
US$10,037  to  below  US$8,000  in  the  first 
quarter  1998  and  foreign  reserves  from 
US$32.7  to  US$20.4  bill,  in  1997.  They 
have  now  been  replenished,  whereas  in 
the  midst  of  the  crisis  the  foreign  reserves 
sank  to  below  US$10  bill,  leading  to  a 
severe  balance  of  payment  crisis  due  to 
ongoing  foreign  debt  services. 

Indirect  Changes  Resulting  from 
the  Structural  Adjustment  Programs 
Initiated  to  Overcome  East  Asian 
Economic  Crisis 

To  overcome  the  crisis  and  to  stabilize 
the  exchange  and  interest  rates  as  well  as 
the  whole  East  Asian  economies,  most  coun- 
tries were  forced  to  ask  the  International 
Monetary  Fund  for  rapid  support.  Among 
the  purposes  of  the  International  Monetary 
Fimd  (IMF),  one  is  to  give  confidence  to 
members  by  making  the  general  resources 
of  the  Fund  temporarily  available  with  ade- 
quate safeguards.  In  1997  sixt>-onc  member 
countries  were  in  programs  with  the  IMF 
that  allow  them  to  borrow,  subject  to  agreed- 
upon  conditions  on  their  economic  policy. 
Therefore  in  many  countries  the  IMF-program 
is  the  critical  macrocconomic  polic>'  (Fisher 
1997,  23-27)  and  an  important  influence  on 
the  company  environment.  Funds  programs 
are  designed  to  restore  balancc-of-paymenis 
viability,  and  more  generally  to  restore 
macrocconomic  stability  -  seen  as  a  neces- 
sary condition  for  economic  growth. 
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Table  1 


CHANGES  DM  THE  KOREAN  ECONOMY 


1995 


1996 


GDP  per  capita 

•  inUSS  10.037  10.543 

•  real  growth  (in  %)  8.9  7.1 

Prices  (increase  in  %) 

•  customers  4.5  4.9 

•  wholesale  4.7  4.2 

Exports  f.o.b.  123.06  129.72 

Imports  c.i.f.  135.12  150.34 

Current  account  -8.507.7  -23.004.7 

Reserves  in  foreign  currency  32.712.1  33.236.7 

Interest  rate  (in  %)  1 1 .65  12.57 
Exchange  rate 

(WonAJSS  end  of  year)  774.70  844.20 


1997 


9.511 
5.5 

4.5 
3.9 

136.16 

144.62 

-8.618.2 

20.405.5 

24.31 

983.94 


1-4  1998 


<  8.000 ''^^'^ 


8.8 
7.5 

44.46 

32.15 

+10.688.7 

35.540.0 

19.78 


1.388.00 
(May  20th) 


(1) 


(2);. 


estimated  in  South  Korea. 


in  mid  1998  negative  growth  rate  expected. 
Source:  German-Korean  Chamber  of  Commerce  and  Industry  (1998). 


Due  to  the  speed  of  the  East  Asian  cri- 
sis, the  IMF  had  no  time  to  (theoretically) 
adopt  its  traditional  approach  (described 
in  the  next  section)  which  was  conceptual- 
ized for  countries  that  suffered  from  per- 
sistent import-substitution,  combined  with 
government  interference  pushing  back  the 
private  sector  as  well  as  controlling  invest- 
ments and  the  exchange  rates.  These  in- 
ternal problems  were  in  many  cases  accom- 
panied by  an  external  crisis  resulting,  for 
example,  from  decreasing  export  earnings 
because  of  falling  world  market  prices  for 
local  export  goods  (oil  in  Mexico,  or  cocoa 
and  gold  in  Ghana,  West  Africa).  Combined 
internal  and  external  problems  led  in  many, 
especially  sub-Saharan  and  Latin  American, 
countries  to  a  real  sector  distortion  and  from 
that  to  a  distortion  in  the  balance  of  pay- 
ments. 


East  Asian  countries  also  suffered  from 
balance  of  payment  problems,  but  had  been 
caused  by  high  interest  rates,  fixed  exchange 
rates  and  speculation  leading  to  a  foreign 
exchange  rate  crisis.  This  was  deepened  by 
inadequate  risk  management  and  a  high 
proportion  of  non-performing  assets  to  a 
financial  sector  distortion.  Help  to  restore 
market  confidence  instead  of  creating  aus- 
terity is  needed.  Critics  of  Structural  Adjust- 
ment Programs  pointed  out  that  Asia  is 
quite  a  different  case  from  Latin  America  or 
sub-Saharan  Africa.  Macrocconomic  founda- 
tions are  much  more  solid.  Government 
spending  and  inflation  have  been  bridled. 
The  foreign  debts  arc  banks'  and  companies' 
debts  and  not  governmental  debts.  They 
complain  that  the  IMF,  nevertheless,  in- 
sists on  its  traditional  medicine  and  pres- 
cribes to  its  patients  a  combination  of  fiscal 
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and  monetary  policy,  although  restrictive 
monetary  policy  means  increasing  inter- 
est rates  and  restrictive  fiscal  policy  means 
shortage  of  government  spending.  Accord- 
ing to  the  critics,  both  might  worsen  the 
cyclical  downturn  that  is  anyhow  expected 
from  restructuring  the  financial  sector  and 
burdens  not  only  highly  indebted  com- 
panies and  irresponsible  banks  but  also 
healthy  addresses.  This  again  would  under- 
mine the  currencies'  stability  and  investors' 
confidence  (International  Monetary  Fund 
1987). 

Indeed,  although  the  IMF  has  not  yet 
adjusted  the  theoretical  approach  of  its 
programs  to  the  special  situation  of  a  fin- 
ancial crisis,  the  programs  initiated  in  East 
Asian  countries  have  set  new  priorities.  Feb- 
ruary's IMF  survey  (International  Monet- 
ary Fund  1998)  quotes  IMF  Managing  Dir- 
ector, Michael  Camdessus,  with  the  state- 
ment that  the  IMF-supported  programs  in 
Thailand,  Indonesia  and  Korea  represent 
"a  marked  departure"  from  those  the  Fund 
has  traditionally  supported.  Instead  of  aus- 
terity, measures  to  restore  macroeconomic 
balances  are  being  taken.  The  centerpiece  of 
each  program  is  a  set  of  far-reaching  struc- 
tural reforms  aimed  at  restoring  market  con- 
fidence. The  reforms  included  in  these  pro- 
grams will  require  vast  changes  in  domestic 
business  practices,  corporate  culture,  and 
government  behavior.  Answering  critics,  who 
have  argued  that  the  programs  arc  loo  tough 
because  they  could  slow  economic  activity, 
Camdessus  emphasized  that  without  the  pro- 
grams the  slowdown  would  be  much  more 
dramatic,  the  costs  to  the  general  popula- 
tion much  higher  and  also  the  risk  for  the 
international  economy  much  higher. 


The  letters  of  intent  and  memoranda  on 
economic  policy  written  by  selected  coun- 
tries reveal  the  special  emphasis  on  the 
financial  sector  in  this  region.  In  Thailand, 
for  example,  a  regulatory  and  institutional 
framework  for  supervision  ensuring  the  ade- 
quate availability  of  credits  to  the  private 
sector,  depressing  the  role  of  the  state  sec- 
tor, as  well  as  timely  return  to  the  interna- 
tional financial  and  capital  markets  with  im- 
proved foreign  debt  management,  are  at  the 
center  of  the  programs,  accompanied  by 
measures  to  strengthen  the  social  welfare 
provisions  (Royal  Thai  Government  1998). 

In  South  Korea  the  measures  are  more 
differentiated,  as  problems  worsened  dra- 
matically after  Standards  and  Poors  reduced 
the  country's  credit  ratings  (Republic  of 
South  Korea  1997).  Although  "IMF"  is 
equated  with  "clearance  sale"  in  Korea  and 
the  crisis  is  seen  more  as  an  IMF  than  an 
economic  crisis,  the  country  is  strictly  fol- 
lowing the  IMF  conditionality,  including 

1.  taking  a  comprehensive  policy  to  re- 
structure and  capitalize  the  financial 
sector; 

2.  establishing  a  strong  macroeconomic 
framework; 

3.  improving  corporate  leadership,  espe- 
cially restructuring  the  huge  conglom- 
erates (chaebols)  and  concentrating  them 
on  core  competencies,  which  is  neces- 
sary because  at  least  the  five  big 
chaebols  were  playthings  of  an  indus- 
trial and  licensing  policy,  where  com- 
pany expansion  and  market  share  were 
rated  higher  than  economic  value  added 
and  return  on  equity  (ROE); 

^Because  of  this  thin  equity  positions  the  ROE 
was  very  low  in  Korean  companies  (for  example 
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4.  liberalizing  of  capital  account  transac- 
tions; 

5.  further  liberalizing  of  trade;  and 

6.  improving  transparency  and  timely  re- 
porting of  economic  data. 

Whereas  South  Korea  and  Thailand 
realized  the  necessity  of  reforms,  putting 
a  restoration  of  market  confidence  in  the 
center  of  their  programs,  Indonesia  and 
especially  Malaysia  are  blocking  advances 
in  economic  policies  with  the  "typical 
Asian"  attitude  of  trying  to  avoid  losing 
face.  In  the  prescriptions  of  the  IMF  they 
see  the  former  despised  "American  model" 
of  neo-liberalism.  They  do  not  want  to  ac- 
cept that  it  is  now  likely  to  turn  out  more 
efficient  in  the  long  run  compared  with 
the  "Asian  model"  (Bohle  1998,  26-27). 

In  Indonesia  structural  adjustment  goals 
therefore  remain  very  vague.  In  the  letter 
of  understanding  (Government  of  Indo- 
nesia 1998)  only  two  broad  aims  are  men- 
tioned: (1)  making  the  high  cost  economy 
more  open  and  efficient,  i.e.  overcoming  the 
typical  Indonesian  "crony  capitalism  and 
corruption";  and,  (2)  keeping  the  achieve- 
ments of  having  reduced  the  share  of 
poor  population  (for,  since  the  1960's,  a 
reduction  of  the  poor  from  60  per  cent 
to  11  per  cent  has  taken  place). 

Malaysia  is  the  only  country  trying  to 
manage  adjustment  without  the  help  of 
IMF.  The  central  bank  has  had  enough 
foreign  currency  to  support  the  banking 

2.2  per  cent  at  Samsung,  compared  to  38.3  per  cent 
at  General  Electrics  and  20  per  cent  in  the  average 
American  company  (Panel  contribution  of  Jin 
Hyouk  Im  in  the  special  symposium  on  "Asian 
Financial  Crisis:  Contributions  and  Solutions"  at 
Pan-Pacific  Conference  XV  at  Seoul,  South  Korea, 
1-3  June  1998). 


system  and  they  are  quite  aggressively 
repatriating  foreign  workers,  for  example 
17,000  to  neighboring  Indonesia.  Never- 
theless, insiders  speculate  that  even  Ma- 
laysia will  need  the  IMF's  assistance  by 
the  end  of  this  year.  The  changes  in  the 
East  Asian  (broader)  economic  environ- 
ment resulting  from  crisis  and  structural 
adjustment  are  summarized  in  Table  2; 

Table  2 


CHANGES  IN  THE  BROADER  ECONOMIC 

ENVIRONMENT  FROM  CRISIS  AND 
STRUCTURAL  ADJUSTMENT  IN  EAST  ASIA 


Environmental 

Changes  in  the  Company 

Change 

Environment 

-  Devaluation 

East  Asian 

-  Increasing  interest  rates 

Crisis 

-GDP  (growth)  drop 

-  Reduction  of  foreign  reserves 

-  Restructuring  of  the  financial 
sector 

-  Depressing  the  role  of  the  state 
East  Asian  sector  (Improving  public  adminis- 
Structural  tration  and  conglomerates,  adjust- 
Adjustment         ment  of  real  wages) 

-  Further  liberalization  of  trade 
-Improving  foreign  debt  management 

Source:  Own  design. 

The  table  shows  that  the  crisis  has 
caused  devaluation,  increasing  interest  rates, 
a  GDP  (growth)  drop  and  a  reduction  of 
foreign  reserves,  while  Structural  Adjust- 
ment Programs  mean  in  addition  to  im- 
proving foreign  debt  management,  restruc- 
turing the  financial  sector,  depressing  the 
role  of  the  state  sector,  establishing  a  strong 
macrocconomic  framework  and  further  trade 
liberalization.  In  the  next  section  it  will  now 
been  proved  that  these  environmental  con- 
ditions correspond  to  those  initiated  by 
traditional  Structural  Adjustment  Programs, 
so  that  already  deduced  and  empirically 
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tested  impacts  of  the  latter  on  companies 
can  be  carried  over  to  anticipate  the  impacts 
of  the  East  Asian  economic  crisis  and  the 
Asian  adjustment  programs  on  companies. 

Environmental  Changes  and  Impacts 
on  Companies  Resulting  from  Tra- 
ditional Structural  Adjustment  Pro- 
grams 

Hypotheses  concerning  the  impacts  of 
traditional  Structural  Adjustment  Programs 
on  companies  can  only  be  dravm  from  the 
aims  and  the  theoretical  background  behind 
the  environmental  changes  they  initiate.  We 
shall  look  at  these  first. 


Traditional  Programs  -  Aims,  Theor- 
etical Background  and  Environmental 
Changes 

As  already  stated,  traditional  Fund  sup- 
ported programs  are  designed  to  restore  the 
balance  of  payments  viability  and  ~  more 
generally  ~  to  restore  real  sector  sustain- 
ability  seen  as  necessary  condition  for  eco- 
nomic growth. 

The  short-term  macroeconomics  of  the 
IMF  is  built  around  three  factors:  the  cent- 
ral bank  balance  sheet,  the  balance  of  pay- 
ments constraints  and  the  government 
budget  constraints  (International  Monetary 
Fund  1987).  One  essential  element  is  the 
link  between  the  balance  of  payments  and 
the  central  bank's  balance  sheet,  which  lies 
at  the  heart  of  the  monetary  approach  to 
the  balance  of  payments  (International 
Monetary  Fund  1977): 

(1)    BP  =  ANFA  =  AH-ANDA 


with  BP  as  the  balance  of  payments,  NFA 
as  the  monetary  authority's  net  holdings 
of  foreign  assets,  H  as  the  stock  of  high- 
powered  money  and  NDA  as  the  net  do- 
mestic assets  held  by  the  central  bank.  This 
in  turn  is  linked  to  the  government  budget 
constraint. 

(2)    BD  =  AH  +  AB 

with  B  as  the  budget  deficit  and  B  as  gov- 
ernment borrowing. 

On  the  basis  of  estimates  of  the  cur- 
rent account  and  available  balance  of  pay- 
ment financing,  necessary  additions  to  ex- 
ternal reserves,  plus  an  estimate  of  the  in- 
crease in  monetary  base  (in  turn  based  on 
a  money  demand  function,  and  assumed 
gxovnh  and  inflation  rates)  it  is  possible 
to  calculate  how  much  domestic  credit  the 
central  bank  can  create.  External  financing 
may  come  from  official  bilateral  and  multi- 
lateral sources  and  estimates  are  made  of 
the  amount,  that  can  or  should  be  borrowed 
from  the  private  markets.  The  agreed-upon 
budget  deficit  will  be  based  on  an  estimate 
of  (H  and  the  amount  of  borrowing  that 
is  either  advisable  or  available.  Of  course, 
the  assumed  current  account  and  rates  of 
income  growth  and  inflation  have  to  be 
consistent  with  the  available  financing. 
This  will  often  require  changes  in  the  real 
exchange  rate,  as  well  as  in  monctar>'  and 
fiscal  policy.  The  program  itself  typically 
links  disbursements  to  the  meeting  of  spe- 
cified conditions  (performance  criteria)  on 
variables  such  as  increases  in  net  interna- 
tional reserves  and  domestic  credit,  as  well 
as  combating  the  budget  deficit. 

The  IMF  often  places  fiscal  adjustment 
at  the  heart  of  the  stabilization  programs. 
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With  the  typical  country  negotiating  a  pro- 
gram suffering  from  inflation,  a  balance  of 
payment  problem,  perhaps  a  need  for  debt 
rescheduling  and  a  large  fiscal  deficit,  fiscal 
tightening  is  usually  necessary.  IMF  pro- 
grams, especially  extended  arrangements, 
often  include  structural  elements,  among 
them  trade  liberalization,  price  liberaliza- 
tion, privatization,  the  introduction  of  in- 
direct means  of  monetary  control,  foreign 
exchange  market  liberalization,  banking  sys- 
tem restructuring,  tax  reform  subsidiary  cuts 
and  changes  in  the  structure  of  govern- 
ment spending,  of  which  many  are  in  the 
purview  of  the  World  Bank,  with  whom  co- 
ordination and  cooperation  are  essential. 
These  structural  measures  (conditionality)  of 
the  traditional  Structural  Adjustment  Pro- 
grams mean  environmental  changes  that 
correspond  largely  with  those  caused  by 
crisis  and  adjusted  Structural  Adjustment 
Programs  in  East  Asia  (cf..  Table  3). 

The  Table  3  shows  that 

(1)  On  the  one  hand  devaluation  and  GDP 
(growth)  drop  as  the  main  effects  of  the 
East  Asian  economic  crisis  mean  the 
same  changes  in  the  company  environ- 
ment as  the  exchange  rate  policy  (de- 
valuation) and  the  demand  management 
(stabilization  of  the  economy  through 
reduction  of  demand  aiming  at  consol- 
idating an  overheated  economy,  but  in 
fact  causing  GDP  (growth)  drop  as 
measures  of  traditional  Structural  Ad- 
justment Programs;  and 

(2)  On  the  other  hand  restructuring  of  the 
financial  sector,  depressing  the  role  of 
the  state  sector  including  improving 
public  administration  and  companies 
tike  the  chaebols  in  South  Korea  that 


are  at  least  state-dependent  due  to  high 
corporate  borrowing  from  the  govern- 
ment) as  well  as  adjustment  of  real 
wages'*  and  fiirther  trade  liberalization 
as  the  focus  of  the  structural  adjust- 
ment in  East  Asia  mean  more  or  less 
the  same  changes  as  the  supply  side 
policy  as  the  third  pillar  of  the  tradi- 
tional Structural  Adjustment  Programs. 

Improved  infrastructure,  export  promotion, 
changes  in  the  tax  system  and  liberaliz- 
ation of  the  interest  rates  as  further  meas- 
ures of  traditional  programs  are  not  neces- 
sary in  the  quite  highly  developed,  export- 
oriented  East  Asian  emerging  markets,  while 
establishing  a  strong  macroeconomic  frame- 
work as  part  of  the  adjustment  programs 
in  the  low  inflation  East  Asian  countries 
mean  dynamic  stabilization  eflForts  not  com- 
parable to  the  measures  taken  to  decrease 
inflation  in  the  often  highly  inflationary 
countries  initiating  traditional  Structural 
Adjustment  Programs.  Debt  management 
as  part  of  traditional  and  Asian  programs 
does  not  afifect  the  company  envirormient. 

This  analogy  of  environmental  changes 
from  IMF's  traditional  conditionality  with 
those  from  crisis  and  structural  adjustment 
in  East  Asia  now  makes  it  possible  to  take 
the  impacts  of  the  traditional  Structural  Ad- 
justment Programs  on  companies  deduced 
and  empirically  tested  in  Ghana  as  the 
model  country  of  traditional  IMF's  policy 
to  anticipate  possible  company  effects  from 
the  East  Asian  environment. 


*In  South  Korea  for  example  the  average  wage 
increase  of  about  12.2  per  cent  in  1996  and  8.7 
per  cent  in  1997  dropped  to  a  stagnation  in  the 
first  quarter  1998  (German  Korean  Chamber  of 
Commerce  and  Industry  1998). 
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Table  3 


ANALOGY  OF  ENVIRONMENTAL  CHANGES  FROM  IMF'S  CONDITIONALITY 
OF  TRADITIONAL  STRUCTURAL  ADJUSTMENT  PROGRAMS  WITH  THOSE  IN  EAST  ASIA 


Impact  of  IMF  on 
country's  policies 


Measures 
environmental  changes 


Intended  consequences 


Analogy  with 
environmental 
changes  in  East 
Asia 


I.  Demand 
Management 


Reduction  of  demand  through 
shortening  of  government  spending 
Expenditure  deflection 

1 .  from  foreign  to  domestic  goods 
and  services 

2.  -  fi-om  internationally  non-tradable 

to  tradable  goods  and  services 


Stabilisation  of  the  economy 
(decrease  of  inflatjon) 

Balance  of  payments  equilibrium 
Internal  equilibrium 


(l)/(2) 


II.  Supporting  De-    1 .  Measures  to  improve  resource 
mand  Manage-        allocation  (Improvement 
ment  through  of  capacity  utihsation) 

a)  Improvement  of  infrastructure 

b)  Export  promotion 

1 .  Supply  Side        c)  Reduction  of  tariff  and 
Policy  non-tariff  barriers 

d)  Reduction  of  subsidies  for 
public  goods  and  services 

e)  Reorganisation  of  public  ad- 
ministration and  companies 

f)  Adjustment  of  real  wages 
according  to  productivity 

g)  Changes  in  tax  system 

h)  Changes  in  government 
spending  policy 

2.  Measures  to  create  new  capacities 

i)  Liberalisation  of  interest  rates 
j)  Reorganisation  of  the  banking 

sector 


Improvement  of  investment  con- 
ditions 

Differentiation  and  increase  of  exports 
Facilitation  of  imports  (2) 
Market  price  formation  (2) 


Improvement  of  rentability  and 
competitiveness  (2) 
Increase  of  tax  equity,  Investment 
incentives 

Expansion  of  production, 

reduction  of  consumption  (2) 


Increase  of  private  investments 

Increase  of  savings-income  ratio, 

reduction  of  inflation  (2) 


2.  Exchange 
Rate  Policy 


Devaluation 


Reduction  of  balance  of  payments 
deterrence  and  foreign  capital, 
increase  of  exports 


(1) 


3.  Debt  Reduction  of  government  spendings 

Management    and  credit  borrowing 


Debts  reduction 


(2) 


(1 )  Equals  effects  from  the  East  Asian  economic  crises. 

(2)  Equals  effects  from  the  Asian  Structural  Adjustment  Programs. 
Source:  Own  design. 
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Impacts  of  the  Traditional  Structural 
Adjustment  Programs  in  Ghana  on 
Companies:  Theoretical  Deduction  and 
Empirical  Evidence 

Despite  the  importance  of  Structural 
Adjustment  Programs  in  many  countries 
throughout  the  world  there  is  still  a  lack 
of  studies  on  their  impacts  on  companies. 
Theory-driven  studies,  in  particular  are  lack- 
ing, from  which  possible  impacts  on  East 
Asian  companies  could  be  deduced.  There- 
fore a  detailed  theoretical  deduction  of  hy- 
potheses on  the  program's  impacts  on  com- 
panies and  its  examination  in  Ghana  as  a 
model  country  for  traditional  Structural  Ad- 
justment Programs  conducted  in  1994  (ProfF 
1994,  216  and  267)  will  be  used.  The  hypo- 
theses and  empirical  findings  received  for 
traditional  IMF  programs  initiated  to  over- 
come real  sector  crises  are  transferable  to 
the  adopted  Programs  initiated  to  overcome 
financial  sector  crises,  as  was  explained  in 
the  last  section. 

Proff  (1994)  sets  out  systematically,  with 
appropriate  theoretical  backing,  to  establish 
the  correlation  between  executive  decisions 
in  Ghanaian  private-sector  industrial  enter- 
prises with  more  than  50  employees  which 
are  oriented  to  foreign  markets  and  the 
government  measures  initiated  by  the  IMF 
and  World  Bank.  Only  larger  firms  were  in- 
cluded in  the  survey,  as  these  are  particu- 
larly the  only  ones  able  to  export,  and  only 
they  have  been  affected  by  the  World 
Bank's  changed  support  approach.  As 


The  World  FJank,  confronted  by  increasing 
destitution  in  large  sections  of  the  population,  has 
shifted  the  emphasis  of  its  project  or  sector-based 
support  away  from  industry  towards  the  agricul- 
tural sector  (Meier,  Steel  1989,  3).  Though  the  Bank 


tends  to  be  the  case  in  developing  coun- 
tries generally,  government  enterprises  in 
Ghana  are  very  inflexible  and  barely  capable 
of  responding  to  political  signals.  So  the 
survey  concentrated  on  private-sector  com- 
panies, assessing  the  eflects  of  the  govern- 
ment policy  (as  influenced  by  the  IMF  and 
World  Bank)  upon  sales,  procurement  and 
investment,  in  other  words  on  revenues  and 
material  input  and  capital  costs  and  the  over- 
all scope  for  action  available  to  these  com- 
panies. 

The  hypotheses  deduced  in  this  study 
are:  on  the  one  hand  improvement  of  sales, 
procurement  and  investment  conditions  from 
the  traditional  Structural  Adjustment  Pro- 
grams for  exporting  companies,  which  might 
benefit  from  improved  selling  and  procure- 
ment opportunities  abroad,  particularly  fol- 
lowing a  currency  devaluation  and  the  lib- 
eralization of  trade.  Import-intensive  com- 
panies, on  the  other  hand,  were  expected 
to  suffer  a  strong  deterioration  of  sales  and 
procurement  conditions  and  only  a  slight 
improvement  of  their  investment  conditions 
as  a  result  of  rising  import  prices,  foreign 
debts  as  well  as  decreasing  demand  and  in- 
creasing competition  on  the  local  market. 
These  effects  are  the  stronger  the  higher 
the  amount  of  export  on  total  turnover  or 
imports  on  total  inputs  are.  An  ovcrxicw 
on  the  single  hj^polhcsis  is  given  in  Ap- 
pendix I. 

Those  hypotheses  were  tested  in  the 
case  of  Ghana.  The  first  indications  of  struc- 
tural changes  following  traditional  Struc- 


does  still  promote  industrial  projects,  it  has  never- 
theless temporarily  switched  to  placing  a  prime  em- 
phasis on  supporting  small  enterprises  and  agricul- 
ture in  order  to  secure  basic  needs. 
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tural  Adjustment  can  be  shown  by  the  case 
of  Ghana  as  the  model  country  for  imple- 
menting IMF's  conditionality.  Those  changes 
in  Ghana's  industrial  sector  since  the  intro- 
duction of  its  Structural  Adjustment  Pro- 
gram are  provided  by  statistics  and  indus- 
try studies.  These  show  a  high  level  of  de- 
pendence on  imports  and  very  limited  ex- 
port orientation.  Three-quarters  of  indus- 
trial raw  and  other  input  materials  are  im- 
ported, while  only  5  per  cent  of  industrial 
output  is  exported  (Ghana  Export  Promo- 
tion Council  1991).  There  has  been  a  pro- 
nounced fall  in  the  number  of  larger  enter- 
prises and  privatization  has  progressed 
only  very  slowly.  Though  customs  duties 
are  being  reduced,  the  level  of  protection 
may  remain  high,  while  increases  in  effi- 


ciency -  measured  in  terms  of  capital  and 
labor  intensities  -  have  been  limited.  An 
examination  of  changes  in  efficiency  and 
protection  leave  the  question  unanswered 
as  to  whether  there  are  any  enterprises 
operating  competitively  in  other  industries. 
The  scrutiny  of  the  hypotheses  led  to  the 
results  shown  in  Table  4.  The  study  sup- 
ported expected  differences  in  the  impacts 
on  import-intensive  and  exporting  com- 
panies and  the  importance  of  the  sales 
conditions. 

As  expected,  the  sales  climate  was  found 
to  have  improved  for  most  of  the  com- 
panies surveyed  which  export  much  of 
their  output,  while  it  deteriorated  for  many 
of  those  exporting  little  or  none  of  their 


Table  4 


IMPACTS  OF  THE  TRADmONAL  STRUCTURAL  ADJUSTMENT  PROGRAM 

ON  COMPANIES  IN  GHANA 


Impacts 

of 

Exporting 
companies 

Import-intensive  companies 

Changes  in 

Sales  conditions 

Procurement  conditions 

Number  of  employees 

Profit  margin 
Foreign  competition 

Domestic  demand 

Possible  explanations  of  difTercnccs 
between  import-intensive  companies 
competitive  and  unelastic  goods  and/or 
uncyclical  demand 

J  J 

J  J  " 

o 
■oo 


Strcnn  ifflprff' OTwfil 


■*>  D«tar»or«lku 
O-O      Strorm  deterioralitTi 


7 


Nol  tnip 


Source:  ProfT  (1994,  S.  267). 
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output,  as  had  also  their  procurement  con- 
ditions. However,  approximately  half  the 
import-intensive  firms  surveyed  reported 
improvements  in  their  selling  and  procure- 
ment conditions.  Evidently,  the  terms  on 
which  firms  do  business  are  rather  less  de- 
pendent on  the  import  ratio  than  had  been 
assumed.  If  one  finds  sales  conditions  im- 
proving not  only  for  exporting  firms  but 
also  for  many  import-intensive  companies, 
the  main  reason  for  this  is  that  they  have 
been  able  at  least  partly  to  compensate  for 
lost  demand  and  foreign  competition  by 

-  improving  productivity; 

-  supplying  goods  with  a  low  elasticity  of 
demand,  particularly  everyday  products 
such  as  groceries  and  clothing  material 
or  goods  of  limited  competition  and  high 
transport  costs  such  as  for  furniture,  mat- 
tresses or  plastic  tubing; 

-  having  customers  who  are  relatively  im- 
mune from  the  overall  performance  of  the 
economy  such  as  the  government,  gov- 
ernment institutions  and  construction; 

-  or  pursuing  specific  strategies  such  as  im- 
proving product  quality,  lowering  prices, 
diversifying,  reverse  integration,  and  ex- 
panding the  distribution  network. 

Hence  those  among  the  larger  exporting 
firms  or  import-intensive  companies  which 
have  now  more  stable  or  higher  sales  and 
profitability  tend  to  have  achieved  these 
by  their  own  efforts  rather  than  with  the 
help  of  externally  initiated  Structural  Ad- 
justment Programs,  no  matter  how  import- 
intensive  they  arc. 

On  the  procurement  side,  too,  it  is  only 
possible  to  explain  the  changes  which  have 
occurred  by  the  combined  effect  of  a  num- 
ber of  different  measures.  To  some  extent. 


these  cancel  one  another  out,  e.g.  the  liber- 
alization of  goods  and  foreign  exchange 
markets,  currency  devaluation  and  the  re- 
duction of  subsidies.  Though  the  most  im- 
portant variable  affecting  companies'  pro- 
curement is  its  sales,  companies  using  in- 
puts from  abroad  nevertheless  stated  the 
improved  accessibility  of  procurement  mar- 
kets was  more  important  to  them  than  the 
higher  prices  they  had  to  pay  for  those  in- 
puts. If  the  goods  companies  are  producing 
have  a  lower  elasticity  of  demand  and  are 
relatively  insensitive  to  competition,  or  if 
sales  tend  to  be  relative  stable,  they  have 
a  reasonable  chance  of  passing  on  the 
higher  input  prices  paid.  Conversely,  com- 
panies which  suffered  a  deterioration  in 
their  sales  conditions  were  unable  to  pass 
on  the  input  price  rise  they  had  to  face. 

Both  for  exporting  companies  and  for 
many  import-intensive  companies  the  Struc- 
tural Adjustment  Programs  including  the  lib- 
eralization and  deregulation  of  both  goods 
and  capital  markets,  tax  reductions  and  in- 
vestment incentives  not  only  improved  con- 
ditions in  their  sales  and  procurement 
activities  but  also  the  conditions  for  in- 
vestment. Indeed,  such  conditions  even 
improved  for  importing  companies  whose 
sales  and  procurement  conditions  had  de- 
teriorated. 

The  same  effects  can  now  be  anticip- 
ated in  the  emerging  East  Asian  markets: 
sales  conditions  for  exporting  companies 
will  only  be  threatened  by  export  competi- 
tion with  the  same  goods  from  several 
East  Asian  countries  including  Japan.  Im- 
port-intensive companies  in  East  Asia  al- 
ready suffer  from  the  GDP  (growth)  drop 
resulting  from  the  crisis  as  well  as  from  de- 
creasing real  wages,  increasing  prices  and 
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unemployment  as  well  as  from  the  increas- 
ing competition  resulting  from  the  further 
liberalization  of  trade  as  a  consequence  of 
the  East  Asian  adjustment  programs.  In 
addition  the  procurement  conditions  will 
worsen  for  import-dependent  companies  be- 
cause of  the  devaluation. 


Impacts  of  Crisis  and  Structural 
Adjustment  Programs  on  German 
Companies  in  Selected  East  Asian 
Countries 

The  effects  of  the  East  Asian  crisis  and 
the  Structural  Adjustment  Programs  ini- 
tiated to  restore  the  balance  of  payments 
can  be  shown  for  German  companies  al- 
though they  have  so  far  not  been  very  ac- 
tive even  in  the  important  emerging  mar- 
kets. However,  German  banks  have  problems 


with  quite  high  open  claims  (cf  Figure  3). 
Nevertheless,  German  exports  ranging  be- 
tween DM3.9  bill,  (to  Thailand)  and  DM7.7 
bill,  (to  South  Korea)  as  well  as  (cumulat- 
ive) direct  investments  ranging  between  0.6 
bill.  DM  (in  Indonesia)  and  DM1.2  bill, 
(in  Malaysia)  are  not  unimportant. 

Those  companies  that  are  active  are 
mostly  limited  to  the  region  (not  (export- 
oriented  to  the  world  markets)  but  import- 
intensive,  because  they  mainly  assemble 
imported  parts.  The  results  of  a  study  of 
150  German  companies  in  Thailand,  South 
Korea,  and  Malaysia  undertaken  by  Ro- 
land Berger  &  Partner  together  with  the 
German  Chambers  of  Commerce  and  Indus- 
tries in  those  countries  (Roland  Berger  & 
Partner  International  Management  Consult- 
ants et  al.  1998)  support  the  theoretically 
deduced  and  ~  for  traditional  programs  — 


Figure  3 


GERMAN  BUSINESS  RELATIONS  WTTH  SELECTED  EAST  ASIAN  COUNTRIES 
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already  empirically  tested  hypotheses  for 
import-intensive  companies,  German  com- 
panies in  Indonesia  were  not  included  in 
this  study  because  of  the  unclear  political 
situation. 

Nevertheless,  nearly  all  managers  of 
those  mainly  import-intensive  German  com- 
panies are  still  optimistic  about  the  region 
and  would  renew  investments,  while  none 
would  relocate  production  (cf.,  Table  5).  An 
evaluation  from  other  foreign  managers, 
especially  Americans  would  probably  have 
had  different  results  for  they  are  much 
quicker  with  investment  but  also  with  di- 
vestment decisions.  A  study  of  the  reac- 
tions of  188  Japanese  companies  surveyed 

Table  5 


by  "The  Nikkei  Weekly"  shows  that  their 
response  to  the  Asian  financial  turmoil  is 
just  to  take  no  particular  measures.  This 
answer  was  given  by  46  per  cent  of  those 
companies  (multiple  answers  permitted) 
concerning  production,  by  35.6  per  cent  of 
them  concerning  marketing  and  by  30.9  per 
cent  concerning  other  areas. 

Although  the  reactions  of  German  com- 
panies in  Thailand,  South  Korea  and  Ma- 
laysia do  not  differ  very  much,  they  are  fol- 
lowing different  aims.  German  companies 
in  Malaysia  are  more  exporting  to  the  world 
markets  benefiting  from  the  devaluation, 
while  the  aim  of  German  companies  in  the 
other  countries  is  to  serve  the  local  market 


RESULTS  OF  A  REGIONAL  SURVEY  OF  GERMAN  INDUSTRIES 
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(South  Korea)  or  the  Asian  Market  (Thai- 
land), hidden  by  decreasing  purchasing 
power  and  demand.  German  managers  in 
Malaysia  are  most  confident  of  a  quick  re- 
covery, 60  per  cent  seeing  the  crisis  more 
as  a  temporary  setback  than  as  a  sustain- 
able weakening  of  growth  compared  to  52 
per  cent  in  Thailand  and  49  per  cent  in 
South  Korea.  Although  their  companies  see 
capital  procurement  as  the  most  severe 
problem,  they  are  hit  by  price  increases 
(from  trade  liberalization)  and  demand  drop 
(according  to  the  deteriorated  sales  condi- 
tions on  the  local  markets)  the  same  as 
those  in  Thailand,  where  the  crisis  started 
and  ~  to  a  lower  degree  ~  in  South  Korea. 
TKat  supports  the  deduced,  and  for  the 
traditional  adjustment  program  in  Ghana 
tested  hypotheses  of  deteriorating  sales  and 
procurement  conditions  for  import  intens- 
ive-companies (and  therefore  most  of  the 
German  companies  in  these  markets). 

While  cost  reduction  seems  to  be  neces- 
sary in  all  countries,  price  adjustment  has 
more  important  consequences  for  German 
companies  in  Thailand  and  South  Korea 
In  South  Korea  German  like  all  foreign  com- 
panies most  severely  feel  the  "buy  local" 
attitude  of  the  population  which  is  a  very 
strict  pressure.  However,  the  markets  are 
shrinking  tremendously  anyhow,  like  the 
car  market  from  1.3  mill,  sold  cars  in  1996 
to  750,000  units  in  1997  and  only  expected 
150,000  units  in  1998.  Therefore  imported 
cars  are  minimal.  German  pharmaceutical 
companies  have  also  experienced  the  im- 
mense drop  in  demand  because  of  an  in- 
creasing number  of  ill  people  avoid  going 
to  expensive  hospitals,  while  chemical  prod- 
ucts can  still  be  sold  good  in  South  Korea 
as  the  world's  9th  largest  market  sur- 


rounded by  Japan  and  China  as  number 
2  and  7.  Nevertheless,  the  sales  of  German 
chemical  companies  has  dropped  by  15- 
20  per  cent  in  South  Korea.  The  possib- 
ility of  looking  for  new  partners  is  seen 
as  a  "window  of  opportunities"  by  many 
companies. 

Summing  up,  the  responses  and  re- 
actions of  the  companies  gives  the  first 
indicator: 

-  that  the  above  deduced  hypotheses  that 
sales  conditions  are  most  important  in 
determining  the  impact  of  structural  ad- 
justment on  companies;  and 

-  that  many  of  the  mainly  import-intens- 
ive German  companies  feel  deteriorating 
sales  and  procinement  conditions  due  to 
devaluation  and  economic  decline  (GDP 
(growth)  drop)  from  the  East  Asian  eco- 
nomic crisis,  intensified  by  dropping  de- 
mand as  a  consequence  of  Asian  Struc- 
tural Adjustment  Programs,  especially  the 
reduction  of  subsidies,  the  reorganization 
of  public  adminisfration  and  companies, 
the  readjustment  of  real  wages,  and  the 
changing  govermnent  spending  policy. 

Concluding  Notes 

This  article  has  shown  thai  the  com- 
bined impacts  of  the  economic  crisis  and 
adjustment  efforts  in  East  Asia  seem  to 
resemble  the  impacts  of  traditional  Struc- 
tural Adjustment  Programs  on  companies. 
By  transferring  results  of  a  study  of  a  tra- 
ditional program  it  has  been  possible  to 
anticipate  that  the  reform  measures  are 
advantageous  for  companies  with  a  high 
share  of  exports  in  total  revenues  due  to 
devaluation,  while  bringing  the  most  prob- 
lems to  those  companies  not  exporting. 
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Companies  with  a  high  share  of  imports 
on  total  inputs  due  to  rising  import  prices 
that  cannot  pass  on  customers  because  of 


the  decrease  in  (private  and  public)  demand 
will  suffer.  These  effects  were  shown  also 
for  German  companies  in  East  Asia. 


Appendix  I 


IMPACTS  OF  niADITIONAL  STRUCTURE  ADJUSTMENT  PROGRAMS  ON  SALES, 
PROCUREMENT  AND  INVESTMENT  CONDITIONS 
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The  Impact  of  the  Conversion  of 
Forest  Land  on  Rural  Poverty 
and  Income  Inequality:  A  Case  Study 
in  Lampung  Province,  Indonesia* 

Carunia  Mulya  Firdausy 


Introduction 

THE  conversion  of  forest  land  into 
agricultural  land  or  other  non- 
forest  uses  has  been  considered 
as  one  of  policy  measures  in  reducing  po- 
pulation pressure,  increasing  agricultural 
supply  and  in  increasing  foreign  exchange 
earnings  in  Indonesia. 

According  to  recent  FAO  estimates,  the 
average  annual  conversion  of  forest  land 
into  agricultural  land  during  the  period 
1984-1993  amounted  to  160,000  hectares. 
Whereas  other  sources  of  forest  cover 
losses  are  from  forest  fires  and  other  eco- 
nomic activities  such  as  logging  activ- 
ities, the  exploitation  of  minerals  and  the 
generation  of  energy  by  hydroelectric  po- 
wer stations.  Details  of  the  annual  losses 
of  forest  cover  during  the  period  of  1984- 
1 993  by  its  sources  are  exhibited  at  Table  1 . 


* 

I  am  very  grateful  to  Dr.  Adrian  Hayes  (Aca- 
demy of  Social  Sciences  in  Australia)  and  Professor 
M.V.  Nadkami  (Indian  Council  of  Social  Science) 
for  their  comments  and  bringing  several  relevant 
references  to  my  attention.  Without  these,  this  ar- 
ticle would  not  have  been  completed.  However,  they 
are  not  responsible  for  any  errors  or  ommisions. 


Table  1 

DEFORESTATION  AND  ITS  SOURCES  IN 
INDONESIA,  1984-1993 


Sources  of  Deforestation 

Average  Areas  in  Ha 

per  year 

Development  of  estate  crops 

such  as  rubber  and  palm  oil 

160,000 

Transmigration  and  related 

infrastructure 

300,000 

Shifting  cultivation 

300,000 

Forest  fire  (normal) 

100,000 

Influence  of  the  Kalimantan 

forest  fire 

378,000 

Other  reasons  (such  as 

spontaneous  transmigration. 

illicit  logging,  mining,  urban 

development,  etc.) 

77,000 

TOTAL 

1.315,000 

Source:  FAO,  1994. 

In  view  of  the  forest  losses  for  agri- 
cultural uses,  it  was  argued  that  the  con- 
version of  forest  land  into  non-forest  uses 
would  give  not  only  positive  impacts  to 
the  economy,  but  also  negative  ones  (es- 
pecially in  terms  on  increasing  rural  pov- 
erty, rural-urban  migration  and  unemploy- 
ment problems).  However,  there  arc  only 
few  studies  examining  the  latter  argument, 
especially  in  Indonesia. 
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This  paper  aims  at  examining  the  eco- 
nomic contribution  of  the  conversion  of 
forest  land  into  rubber  plantations  on  rural 
community  welfare,  taking  two  villages  in 
Lampung  Province  as  a  case  study.  The 
province  of  Lampung  is  chosen  simply  be- 
cause it  is  relatively  close  to  Java,  and  it 
has  a  great  possibility  for  its  forest  being 
more  converted  into  non-forest  uses  either 
in  response  to  the  population  pressure  from 
Java  or  pressure  from  regional  economic 
development  itself.  In  addition,  of  all 
provinces  in  Indonesia,  the  province  of 
Lampung  to  date  has  the  highest  percent- 
age of  its  forest  land  which  has  been  con- 
verted for  non-forest  uses. 


Data  Used  and  Definitions 

The  primary  data  utilized  for  the  pur- 
pose of  the  analysis  are  cross-sectional 
data  derived  from  sample  surveys  in  two 
villages  in  Lampung.  These  two  villages 
surveyed  are  Natar  village  and  Rejosari.  A 
total  of  146  households  were  surveyed  in 
these  two  villages  to  obtain  data  and  in- 
formation on  household  income  and  ex- 
penditure, and  other  socio-economic  and 
demographic  characteristics  of  households. 
The  number  of  household  interviewed  in 
Natar  village  is  about  75  households,  while 
in  Rejosari  it  was  about  71  households.  This 
size  sample,  covering  approximately  10  per 
cent  of  the  households  in  each  villages 
surveyed,  is  considered  adequate  for  sta- 
tistical basis  for  providing  the  required  in- 
formation. This  was  as  many  as  our  time 
and  resources  enabled  us  to  survey.  These 
data  were  obtained  using  questionnaires 
for  direct  interviews. 
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Most  of  these  households  sampled  are 
previously  those  who  earn  their  living  from 
forest  resources.  As  the  forest  land  was 
converted  to  rubber  plantation,  they  now 
work  as  a  daily  paid  worker  in  the  indus- 
try, while  other  households  who  cannot 
be  engaged  in  this  activity  migrated  to 
the  lu-ban  areas  in  Lampung.  These  migrants 
are  now  mostly  dependent  on  informal  sec- 
tor jobs  (e.g.  street-traders,  construction 
labourers,  and  the  like). 

The  type  of  data  used  for  the  poverty 
analysis  include  household  income  and 
expenditures.  While  for  the  income  inequal- 
ity measurement,  the  type  of  data  used 
consists  of  two  kinds:  (1)  income  data  both 
for  household  units  and  for  individual 
household  members  (per  capita  income); 
and  (2)  expenditure  data  for  households 
and  expenditures  per  household  member. 

A  household  is  defined  as  a  person  or  a 
group  of  persons  living  under  one  roof, 
and  collectively  sharing  food  and  other 
essentials  for  living.  Household  income  is 
defined  as  the  amount  of  cash  income  ob- 
tained by  the  household  from  all  activities 
of  the  household  plus  non-money  income 
valued  at  market  prices.  Note  that,  no  taxes 
were  involved,  and  no  rents  or  interest  or 
dividends  or  net  remittances  were  paid  or 
received.  Annual  per  capita  household  in- 
come was  estimated  by  dividing  the  annual 
total  income  of  each  household  by  the  num- 
ber of  persons  in  the  household. 

To  avoid  anomalies  in  using  data  about 
income,  this  study  also  uses  data  on  house- 
hold expenditure.  Household  expenditure 
is  defined  so  as  to  include  expenditure  on 
food  and  non-food  consumer  goods  includ- 
ing clothing,  housing  maintenance,  on  edu- 
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cation  for  children  and  other  social  out- 
lays. Total  household  expenditure  was  di- 
vided by  the  number  of  persons  in  a  house- 
hold to  give  per  capita  expenditure. 

Methods  for  Measuring  Poverty 
Incidence  and  Income  Inequality 

In  order  to  distinguish  the  poor  from 
the  non-poor,  it  is  useful  to  define  a  poverty 
line.  In  the  published  literature,  several 
approaches  have  been  used  to  determine 
poverty  lines.'  Recently,  however,  some 
writers  have  suggested  poverty  cut-off 
points  based  on  subjective  assessment  and 
subjective  rankings  of  income  or  wealth 
by  respondents.^  The  first  approach  deter- 
mines the  poverty  cut-off  point  by  asking 
households  or  individuals  to  state  the  min- 
imal level  of  income  for  their  own  needs. 
While  the  second  approach  asks  house- 
holds or  individuals  to  rank  their  wealth 
position  in  relation  to  a  specified  group 
of  households. 

Apart  from  the  subjective  approach,  a 
variety  of  objective  poverty  lines  have  been 
proposed  in  Indonesia.  This  includes:  (1) 
the  rice  milled  equivalent  method;  (2)  the 
nutritional  or  biological  approach;  (3)  the 
income  and  or  expenditure  approach;  (4) 


Sec,  World  Bank,  "Indonesia  Forest,  Land  and 
Water:  Issues  in  Sustainable  Development",  Report 
No.  7822-IND  (Washington,  DC:  World  Bank, 
1989)  and  Firdausy,  C.  and  C.  Tisdell,  "Determin- 
ants of  Rural  Poverty  in  Bali",  Bulletin  of  Indo- 
nesian Economic  Studies  28.  no.  2  (Canberra:  ANU, 
1992):  75-93, 

2 

Gocdhart,  T.,  V.  Halbcrstadt,  A.  Kapteyn,  and 
B.  van  Praag,  "The  Poverty  Line:  Concept  and 
Mea.suremcnt",  Journal  of  Human  Resources  1 2, 
no.  4  (1977):  503-520. 


the  basic-needs  method,  and  (5)  a  combina- 
tion of  these  approaches. 

This  study  employs  two  poverty  line 
approaches:  (1)  milled  rice  equivalent 
methods  (objective  method);  and  (2)  sub- 
jective approaches.  In  measuring  the  in- 
cidence of  poverty,  only  the  head  count 
ratio  (the  proportion  of  poor  people  in  the 
smvey  villages)  is  used.  While  this  meas- 
ure is  useful  as  a  summary  measure,  it 
reveals  nothing  of  the  severity  of  poverty 
~  that  is,  by  how  much  the  poor  are  be- 
low the  poverty  line.  Thus,  some  caution 
is  needed  in  interpreting  results  using  this 

3 

measure.  Moreover,  to  consider  whether 
the  forest  land  conversion  into  rubber 
plantations  is  associated  with  an  increase 
or  decrease  in  income  inequality  of  house- 
holds, traditional  static  measures  of  in- 
come inequality  will  be  employed. 

4 

Following  Sen,  Szal  and  Robinson,  for 
example,  the  most  commonly  used  meas- 
ures of  income  inequality  are  the  range, 
the  relative  mean  of  deviation,  the  variance, 
the  coefficient  of  variation,  the  standard 
deviation  of  logarithms,  the  Gini  coef- 
ficients and  the  Elteto-Frig}'es  index.  A 
smaller  value  of  the  index  reflects  a  more 
even  distribution  of  income,  whereas  a 
larger  value  for  the  index  indicates  greater 
inequality  in  income  distribution. 


'Sen,  A.K.,  "Poverty:  An  Ordinal  Approach 
to  Measurement",  Economctrica  4,  no.  2  (Oxford: 
Clarendon  Press,  1976):  219-231;  and  Sen,  A.K,, 
"Poverty  and  Famines:  An  Essay  on  Entitlements 
and  Deprivation  (Oxford:  Clarendon  Press,  1981). 

*Sen,  A.K..  On  Economic  Inequality  (Oxford: 
Clarendon  Press,  1973);  and  R.J.  vSzal  and  S.  Robin- 
son "Measuring  Income  lncqualir>",  in  C.R.  Frank 
and  R.C.  Webb  (eds  ).  Income  Distribution  on  Growth 
in  the  Less  Developed  Countries  (London:  Brooking 
Institution.  1977). 
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Table  2 


ESTIMATES  OF  THE  INCIDENCE  OF  POVERTY  IN 
THE  SURVEY  VILLAGES  USING  SAJOGYO'S  METHOD 


Categories 

Poverty  line  in  rice-equivalents 
(Kg/capita/year) 

Percentage  of  the  households  sampled 
falling  below  stated  poverty  line 

Natar  Rejosari 
(N  =  75)                       (N  =  71) 

Poor  " 

320 

40.0 

55.0 

Very  poor 

240 

21.0 

27.0 

Destitute 

180 

9.0 

8.0 

Note:     N  is  the  number  of  household  heads  respondmg; 

To  calculate  the  percentages,  per  capita  expenditure  data  are  employed. 

All  the  poverty  lines  expressed  in  terms  of  milled-rice  equivalent  were  converted  into  cash  using  the 
prevailing  rice  price  at  the  time  of  the  survey. 


Source:  Calculated  from  household  survey  data,  October-November  1994. 


In  this  study,  however,  three  indices  of 
income  distribution  will  be  employed  as 
analytical  tools,  namely,  (1)  the  coefficient 
of  variation  (CV),  (2)  the  Gini  coefficient 
(G),  and  (3)  Elteto-Frigyes  index.  These 
measures  characterize  a  distribution  at  a 
point  in  time.  In  other  words,  they  are 
cross -sectional.  Thus,  these  measures  can- 
not reflect  the  degree  of  income  inequal- 
ity in  a  society  and  in  no  way  indicate 
how  people  have  moved  in  the  distribu- 
tion or  by  how  much.  In  addition,  they 
cannot  identify  the  presence  of  chronic 
poverty  in  the  area  under  investigation.^ 


Sec,  for  Example,  Sen,  A.K.,  On  Economic  In- 
equality (Oxford:  Clarendon  Press,  1973);  O.  Eltcto 
and  Frigyes  E.,  "New  Income  Inequality  Measures 
as  Efficient  Tools  for  Causal  Analysis  and  Plan- 
ning", Econometrica  36,  no.  2  (April,  1968):  386- 
396;  Oshima,  H.T.,  "Income  Inequality  and  Eco- 
nomic Growth:  The  Postwar  Experience  of  Asian 
Countries",  The  Malayan  Economic  Review  15, 
no.  2  (October,  1970):  7-41;  A.  Dasgupta.  Elements 
of  Microeconomic  Theory  (New  Zealand:  Dunmorc 
Press,  1990)  for  details  of  mathematical  formulas. 


The  Incidence  of  Poverty  and  Eeo- 
nomic  Inequality  in  the  Villages 
Surveyed:  Results  and  Discussion 

The  Incidence  of  Poverty 

The  rice-milled  equivalent  method  is 
one  of  the  popular  methods  in  Indonesian 
poverty  studies.^  This  objective  method 
was  suggested  by  Sajogyo  (1977).  He  pro- 
posed three  groupings  of  those  in  pov- 
erty -  poor,  very  poor,  and  destitute  -  and 
the  use  of  different  rice  equivalent  meas- 
ures for  urban  and  rural  areas.  In  this 
study  we  use  the  rice  equivalent  measures 
for  rural  areas  since  the  villages  sur\cycd 
are  rural  areas.  The  results  of  Sajogyo 's 
approach  when  applied  to  measure  the  so- 
cio-economic impact  from  forest  conver- 
sion to  rubber  plantations  in  the  villages 
surveyed  in  Lampung  are  given  in  Table  2. 


Sajogyo,  "Garis  Kcmiskinan  dan  Kcbutuhan 
Minimum  Pangan"  (Poverty  Line  and  Minimum 
Food  Requirements),  Kompas.  17  November  1977. 
p.  iv,  Jakarta. 
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As  can  be  seen  at  Table  2,  using  Sajog- 
yo's  method  the  incidence  of  poverty  is 
markedly  high  in  Rejosari  than  in  Natar 
village.  The  proportion  of  households  in 
Rejosari  village  who  fall  into  the  poor  cat- 
egory was  55  per  cent.  While  in  Natar  vil- 
lage it  was  about  40  per  cent.  The  percent- 
age of  households  as  very  poor  was  27 
per  cent  and  21  per  cent,  while  the  pro- 
portion classified  as  destitute  constituted 
9  per  cent  and  8  per  cent  respectively.  Note 
that,  the  rice  milled-equivalent  methods  as- 
sumes the  same  per  capita  consumption 
levels  of  rice  for  all  individuals  without 
its  reference  to  age,  weight,  habits,  and  the 
nature  of  employment.  In  addition,  the  pro- 
portion of  income  spent  on  rice  consump- 
tion and  other  food  items  will  vary  with 
the  levels  of  income  (Engel's  Law).  There- 
fore, subject  to  this  limitation,  one  may 
conclude  that  the  conversion  of  forest  into 
rubber  plantation  industry  in  the  villages 
surveyed  has  given  less  contribution  to 
alleviating  the  incidence  of  poverty  in  the 
rural  community. 

Apart  from  objective  method,  subject- 
ive approaches  have  also  been  employed 
in  this  study.  This  approach  can  be  divided 
into  two  types:  (1)  perceptions  of  house- 
holds as  to  whether  their  household  is  in 
poverty  after  the  forest  land  has  been  con- 
verted to  rubber  plantations;  and  (3)  rank- 
ing by  household  heads  of  the  income 
level  of  their  household  in  relation  to 
other  households. 

To  apply  the  first  approach,  we  asked 
the  following  questions;  In  your  opinion, 
do  you  regard  your  monthly  family  in- 
con.c  at  present  time  as:  (a)  very  good;  (b) 
good;  (c)  sufficient;  (d)  insufTicient  (poor); 
(e)  very  insufficient  (very  poor)  in  relation 


Table  3 

PERCENTAGE  OF  HOUSEHOLDS  WHO 
CONSIDER  THEMSELVES  AS  HAVING 
INSUFFICIENT  AND  VERY  INSUFFICIENT 
FAMILY  INCOME  TO  MEET  BASIC  NEEDS 
IN  THE  VILLAGES  SURVEYED 


Descriptions 

Percentage 

of households 

Natar 

Rejosari 

(N  =  75) 

(N  =  71) 

Very  good 

13.0 

9.0 

Good 

12.0 

15.0 

Sufficient  income 

24.0 

22.0 

Insufficient  income 

38.0 

49.0 

Very  insufficient  income 

13.0 

5.0 

Total 

100.0 

100.0 

Source:  Calculated  from  household 
October-November  1994. 

survey  data. 

to  basic  needs?  Then,  we  asked:  For  you 
and  your  family,  what  is  the  absolute  min- 
imum level  of  income  per  month  that  you 
would  need  not  to  feel  poor?  And  how  is 
the  economic  (income)  improvement  of 
the  household  in  comparison  to  living 
condition  ten  years  ago  or  before  the 
forest  was  converted. 

Using  this  subjective  approach,  it  ap- 
pears that  household  heads  and  their 
wives  had  no  difficulty  in  answering  all 
these  questions.  The  proportion  of  house- 
holds stating  that  their  present  family  in- 
come is  insufficient  (poor)  or  ver>'  insuf- 
ficient (very  poor)  to  meet  their  basic  needs 
is  shown  in  Table  3,  according  to  villages. 

Table  3  shows  that  51  per  cent  and  54 
per  cent  of  households  in  Natar  and  Re- 
josari respectively  considered  their  family 
income  to  be  insufficient  to  satisfy  their 
basic  needs.  They  even  stated  that  their 
present  living  condition  is  not  much  dif- 
ferent to  their  living  conditions  in  the  last 
ten  years.  Most  of  households  in  these 
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villages  reported  that  they  often  borrow 
money  from  money-lenders  or  friends  to 
meet  their  daily  food  needs  (money  to  buy 
food,  spices,  cooking  oil,  salt  and  the  like), 
but  others  depend  on  their  limited  sup- 
plies of  self-grown  agricultural  produce  for 
their  daily  food  needs.  Indebted  house- 
holds usually  repay  their  loans  by  selling 
their  marketable  livestock. 

The  absolute  minimum  income  claimed 
to  be  needed  by  households  to  avoid  pov- 
erty varies  widely  depending  upon  their 
location  and  family  composition.  Most 
household  heads  in  Rejosari  particularly 
stated  that  the  minimum  level  of  income 
needed  by  their  household  exceeds  their 
present  level  of  income.  Note  that  little 
household  heads  placed  their  households 
in  the  very  poor  conditions  (very  insuf- 
ficient income),  possibly  because  of  social 
reluctance  to  do  so. 

Based  on  the  objective  ahd  subjective 
poverty  measures  above,  household  heads 
in  the  villages  surveyed  are  still  living  in 
poor  conditions.  This  suggests  that  the 
conversion  of  forest  land  into  rubber 
plantation  industry  in  the  villages  survey- 
ed failed  to  improve  the  living  conditions 
of  the  rural  society.  This  condition  has 
encouraged  urbanization  to  Bandar  Lam- 
pung  and  other  cities  in  Lampung.  How- 
ever, it  should  be  noted  that  the  above 
poverty  measures  are  without  problems. 
Many  scholars  argue  that  subjective 
methods,  particularly,  arc  subject  to  re- 
spondent bias,  e.g.,  respondents  may  be 

7 

untruthful.  But  as  the  objective  methods 


7 

Paul,  S.,  "A  Model  of  Constructing  the  Pov- 
erty Line",  Journal  of  Development  Economics  30, 
no.  1  (1989):  129-144;  R.S.  Osmani,  Economic  In- 


almost  indicate  the  same  results  as  the  sub- 
jective approaches,  therefore,  it  seems  true 
that  the  conversion  of  forest  land  into 
rubber  plantations,  at  least  in  these  vil- 
lages, has  not  yet  reduced  the  incidence 
of  poverty. 

Economic  Inequality  in  the  Villages 
Surveyed 

The  extent  of  income  inequality  be- 
tween households  (family  units)  and  be- 
tween individual  households  members  in 
the  villages  surveyed  is  another  important 
indicator  to  measure  the  impact  of  forest 

g 

project.  The  impact  of  forest  project  which 
gives  more  equal  distribution  of  income 
to  the  society  is  socially  acceptable  than 
projects  which  widen  the  income  inequal- 
ity within  the  society. 

On  the  basis  of  the  income  inequality 
measures,  it  has  been  estimated  that  in- 
come inequalities  among  households  in 
two  villages  surveyed  are  quite  high.  This 
high  income  inequality  can  be  seen  clear- 
ly if  we  observe  at  the  indices  which  have 
0  and  1  inequality  range,  namely,  Coef- 
ficient variations  (CV),  Gini  index  and  El- 
teto-Frigyes  indices  (especially  v*).  The 
value  of  these  indices  is  much  closer  to  1 
rather  than  to  0,  particularly  the  CV  index 
(Table  4). 


equality  and  Group  Welfare:  A  Theory  of  Compar- 
ison with  Application  to  Bangladesh  (Oxford: 
Clarendon  Press,  1982). 

FAO.  "Situation  and  Outlook  of  the  Forestry 
Sector  in  Indonesia".  Indonesia  Ministry  of  For- 
estry and  FAO  2  (Jakarta,  1990);  Repctto.  R.,  Eco- 
nomic Equality  and  Fertility  in  Developing  Coun- 
tries (London:  The  John  Hopkins  University  Press, 
1982). 
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Table  4 

INCOME  INEQUALITY  INDICES  BY 
HOUSEHOLD  UNITS  IN  THE  SURVEY  VILLAGES 

Inequality  indices  Natar  Rcjosari 
 N  =  75  N-71 

Coeflicients  of  variations  0.601  0.589 

Gini  coefficients  0.563  0.498 
Elteto-Frigyes  indices 

-  entire  distribution  (v*)  0.477  0.456 

-  lower  income  distribution  (u*)  0.452  0.491 

-  upper  income  distribution  (w*)  0.534  0.568 

Note:    N  the  number  of  households  sampled. 
Source:  Calculated  from  household  survey  data, 
October-November  1994. 

From  Table  4  it  can  be  observed  that 
the  degree  of  income  inequality  between 
households  is  high  in  the  villages  survey- 
ed. In  terms  of  the  Gini  index,  for  example, 
it  was  0.563  for  Natar  village  and  Rejosari 
was  0.498.  In  terms  of  inequality  among 
the  lower  income  groups  and  among  up- 
per income  groups,  a  high  income  inequal- 
ity occurs  at  the  upper  parts  of  the  dis- 
tribution of  household  incomes.  In  other 
words,  the  inequality  of  incomes  is  sig- 
nificant among  household  samples  with 

Table  5 


INEQUALITY  INDICES  BY  INDIVIDUAL 
INCOMES  IN  THE  SURVEY  VILLAGES 


Inequality  indices 

Natar 

N  =  75 

Rejosari 
N  =  71 

Coefficients  of  variations 

0.551 

0.479 

Gini  coefficients 

0.523 

0.488 

Elteto-Frigyes  indices 

-  entire  distribution  (v*) 

0.434 

0.446 

-  lower  income  distribution  (u*) 

0.432 

0.476 

-  upper  income  distribution  (w*) 

0.515 

0.534 

Note;    N  the  number  of  households  sampled. 
Source:  Calculated  from  household  survey  data, 
October-November  1994. 


higher  income  rather  than  for  the  lower 
income  groups.  This  can  be  seen  from  El- 
teto-Frigyes indices  symbolized  as  u*  for 
the  lower-income  distribution  and  w*  for 
the  upper  part  of  the  income  distribution. 

The  same  picture  of  a  relative  high  in- 
come inequality  in  the  two  survey  vil- 
lages was  also  obtained  using  data  for 
per  capita  income,  as  in  Table  5. 

Comparing  the  results  in  Table  5  with 
those  in  Table  4,  it  can  be  seen  that  the 
inequality  of  income  among  individuals  is 
relatively  smaller  than  the  inequality  of  in- 
come among  household  units.  The  pos- 
sible explianations  for  the  relatively  larger 
income  inequality  indices  for  household 
units  than  for  the  individuals  may  be  the 
positive  relationship  between  household 
size  and  household  incomes.  As  average 
family  size  increases,  average  household 
income  also  rises  and  hence  the  individual 
distribution  is  more  equal  than  the  house- 
hold distribution. 

However,  since  current  income  is  often 
subject  to  transient  factor,  distribution  of 
consumption  expenditure  is  sometimes  re- 
garded as  a  better  proxy  for  permanent  in- 
come distribution.^  Using  this  method,  the 
estimates  of  expenditure  inequalities  both 
for  household  units  and  for  individual 
household  members  are  presented  in  Tables 
6  and  7  respectively. 

From  these  Tables,  it  can  be  seen  that 
the  estimates  of  inequalities  once  again 
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Table  6 

INEQUALITY  INDICES  BY  HOUSEHOLD 
EXPENDITURE  IN  THE  SURVEY  VILLAGES 


Inequality  indices 

Natar 

Rejosari 

N  =  75 

N  =  71 

Coefficients  of  variations 

0.452 

0.467 

Gini  coefiBcients 

0.345 

0.387 

Elteto-Frigyes  indices 

-  entire  distribution  (v*) 

0.368 

0.342 

-  lower  income  distribution  (u*) 

0.313 

0.299 

-  upper  income  distribution  (w*) 

0.343 

0.278 

Note:    N  the  number  of  households  sampled. 
Source:  Calculated  from  household  survey  data, 
October-November  1994. 


Table  7 

INEQUALITY  INDICES  BY  PER  CAPITA 
EXPENDITURE  IN  THE  SURVEY  VILLAGES 


Inequality  indices 

Natar 

Rejosari 

N  =  75 

N  =  71 

CoefiBcients  of  variations 

0.321 

0.323 

Gini  coefiBcients 

0.236 

0.276 

Elteto-Frigyes  indices 

-  entire  distribution  (v*) 

0.317 

0.276 

-  lower  income  distribution  (u*) 

0.339 

0.291 

-  upper  income  distribution  (w*) 

0.394 

0.368 

Note:    N  the  number  of  households  sampled. 
Source:  Calculated  from  household  survey  data, 
October-November  1994. 


confirm  that  the  inequality  values  are 
lower  for  individuals  than  for  household 
units.  All  expenditure  inequalities  indices 
for  individuals  in  Rejosari  village  are  lower 
than  in  Natar  village.  It  is  worth  noting, 
however,  that  the  distribution  of  expend- 
iture is  somewhat  less  unequal  than  that 
of  income.  This  presumably  because  there 
is  no  large  variations  in  the  consumption 
expenditure  both  among  households  units 
and  among  individuals  in  the  villages 
surveyed.  Also,  it  may  be  because  savings 


(which  are  included  in  income  and  not  in 
expenditure)  come  disproportionately  from 
a  relative  wealthier  households. 

The  conclusion  which  can  be  drawn 
from  these  analyses  are  quite  clear.  For  vil- 
lages surveyed  as  a  whole,  the  degree  of 
economic  inequality  is  quite  high  indeed. 
This  pattern  is  found  both  for  household 
units  and  individuals  members.  However, 
the  lower  inequality  indices  were  observed 
for  the  distribution  by  individuals  than 
for  the  distribution  by  households.  There- 
fore, the  analysis  reveals  that  the  forest 
land  conversion  to  rubber  plantations  in 
the  villages  surveyed  is  associated  with  a 
worsening  distribution  of  income  and  in- 
deed seems  to  contribute  a  relative  degree 
of  inequality  of  income,  judging  from  the 
above  index. 


Conclusions 

This  paper  evaluates  the  socio-eco- 
nomic contribution  of  the  rubber  planta- 
tions in  alleviating  poverty  and  income  in- 
equality in  two  villages  surveyed.  Methods 
used  to  measure  the  incidence  of  poverty 
in  these  two  villages  are  differed  between 
the  objective  approach  and  the  subjective 
approach.  All  measures  of  poverty  used 
in  this  study  indicates  that  the  incidence 
of  poverty  is  still  persistent.  Therefore,  at 
least  in  this  case,  the  conversion  of  forest 
land  into  rubber  plantations,  judging  from 
the  cross-sectional  evidence,  does  not  ap- 
pear to  have  been  a  factor  in  reducing  the 
incidence  of  poverty.  In  this  case  there  is 
no  evidence  that  the  conversion  of  forest 
land  into  rubber  plantations  has  resulted 
in  lesser  incidence  of  poverty. 
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Employing  inequality  of  income  meas- 
ures, it  was  examined  that  the  existence 
of  rubber  plantations  in  the  Sub-district 
Natar,  South  Lampung  does  not  seem  to 
have  made  income  distribution  between 
households  and  between  individual  house- 
hold members  in  two  villages  surveyed 
more  equal.  The  respective  Gini  indices, 
using  household  income  data,  were  0.563 
for  Natar  village  and  0.498  for  Rejosari  vil- 
lage. The  respective  Gini  indices,  using  per 
capita  income  data,  were  0.523  and  0.488. 

Therefore,  it  seems  there  is  no  evidence 
that  the  conversion  of  forest  land  into  rub- 
ber plantations  at  least  in  the  villages  sur- 
veyed has  resulted  in  a  better  equality  of 
income  distribution.  This  observation  to- 
gether with  poverty  observation  mentioned 
earlier  may  provide  grounds  for  the  Indo- 
nesian government  to  be  careful  in  pro- 
moting the  conversion  of  forest  land  into 
rubber  plantations  in  other  forest  areas  of 
Indonesia  which  are  economically  and  eco- 
logically suited  to  this  type  of  plantations. 

Some  Policy  Implications  and  Re- 
commendations 

Subject  to  the  limitations  mentioned 
above,  the  major  policy  implications  that 
can  be  drawn  from  this  study  include  the 
following.  First,  the  conversion  of  forest 
land  into  rubber  plantation  development 
has  considerable  potential  problems.  In  the 
villages  studied  in  Lampung  the  incidence 
of  rural  poverty  still  remains.  Furthermore, 
it  has  resulted  in  a  more  unequal  distribu- 
tion of  income.  It  therefore  seems  that  the 
Indonesian  Government  should  be  careful 
in  encouraging  rubber  plantation  develop- 
ment in  other  forest  areas  which  arc  eco- 


nomically and  ecologically  suited  to  this 
type  of  estate.  Second,  the  incidence  of 
poverty  tends  to  be  higher  in  the  village 
where  there  is  little  possibility  of  off-farm 
employment  (Rejosari  village),  faster  popu- 
lation growth  and  poorer  quality  of  land. 
And  finally,ih\s  study  has  raised  issues 
which  are  of  general  interest  for  estate 
crops  development.  Although  this  study 
focuses  on  rubber  plantation  in  Lampung, 
the  findings  may  likely  be  of  relevance 
to  other  areas  in  Indonesia  where  similar 
conditions  apply. 

The  policy  recommendations  and  ac- 
tions that  can  be  taken  by  the  local  gov- 
errmient  to  minimize  the  incidence  of  pov- 
erty in  the  villages  surveyed  include  as  fol- 
lows. First,  the  government  should  advise 
the  rubber  plantation  industry  to  provide 
an  easy  access  for  the  local  people  to  work 
in  the  industry.  Second,  the  goverrunent  and 
the  industry  should  help  to  promote  the  po- 
tential home-industry  produced  by  the 
local  people.  Finally,  a  direct  program  par- 
ticularly which  related  to  practical  education 
(skill  development  program)  may  be  neces- 
sary to  assist  the  poor  and  the  local  people 
to  create  employment  for  themselves. 

The  general  policy  recommendation  for 
the  government  is  that  the  emphasis  of 
development  should  be  on  the  intensifica- 
tion of  production  on  existing  agricultural 
land  instead  of  opening  new  land.  Tree 
crop  systems  as  well  as  incorporation  of 
trees  in  farming  systems  should  be  pro- 
moted to  enable  small-holders  to  improve 
their  production  and  income  levels.  This 
will,  in  turn,  help  to  limit  the  need  to  cm- 
bark  upon  shifting  cultivation  practices. 
In  addition,  an  increased  share  of  benefits 
from  estates  plantations  (or  forestry)  should 
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be  chanelled  to  the  local  communities  in 
order  to  help  them  develop  a  vested  inter- 
est in  protecting  the  forest  environment 
and  thus  reduce  the  rate  of  deforestation. 

Transmigration  projects  should  be  loc- 
ated on  suitable  sites  and  provided  with 
the  necessary  support  services  and  infra- 
structure to  ensure  their  successful  imple- 
mentation. Otherwise,  these  projects  would 
become  major  agents  of  deforestation.  Sim- 
ilarly, shifting  cultivators,  small-holders  and 
local  community  should  be  provided  with 
the  opportunity  and  facilities  to  cultivate 
under-utilized  public  land  for  appropriate 
purposes.  In  brief,  for  sustainability  and  ef- 
ficiency, land  use  in  Indonesia  needs  to  be 
based  on  land  capacity  classification  reflect- 
ing economic  realities  and  agro-ecological 
concepts. 
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Problems  of  Political  Transition 
in  Post-New  Order  Indonesia* 


Muhammad  A.  S.  Hikam 


Introduction 

WHEN  Soeharto  stepped  down 
from  his  presidency  on  May 
21,  1998  no  one  would  have 
predicted  that  he  would  end  his  rule  so 
quickly  and  unceremoniously.  As  one  of 
the  longest  rulers  in  the  world,  Soeharto 
was  quite  sure  that  when  he  was  appointed 
by  the  MPR  {The  People 's  Consultative  As- 
sembly), for  his  sixth  presidency  on  March 
11,  1998,  everything  seemed  to  be  under 
his  firm  control.  Of  course,  at  that  time,  the 
economic  crisis  had  been  9  months  old  and 
the  Rupiah  reached  the  point  beyond  the 
psychological  level  of  Rp  10,300.00  per 
US$1.00.  Yet,  even  the  World  Bank  was  still 
in  its  usual  congratulatory  mood  when  it 
reported,  in  the  same  month,  that  Indone- 
sia "has  made  great  strides  in  diversifying 
its  economy  and  promoting  a  competitive 
private  sectors  through  sound  macro-eco- 
nomic management."  This,  the  Bank  argues, 
is  due  in  part  to  "the  government's  reform 
programme  which  liberalised  trade  and  fin- 
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ance  and  encouraged  foreign  investment 
and  deregulation."  Thus  Soeharto,  as  con- 
fidence as  ever,  tried  to  defiise  any  specu- 
lation about  his  weakening  political  legit- 
imacy and  his  loyal  security  apparatus  was 
quite  ready  to  dispel  protests  from  students 
and  other  pro-reform  groups  throughout 
the  country. 

However,  only  two  months  after  his 
swearing-in  ceremony,  the  New  Order  re- 
gime was  collapsing.  When  the  students  oc- 
cupied the  Parliament  building  on  May  19, 
1998,  the  75  years-old  President  was  wit- 
nessing his  legitimacy  rapidly  dwindling 
and  found  himself  without  allies.  Even  his 
closest  confidante,  the  House  speaker  Har- 
moko,  had  publicly  demanded  his  resigna- 
tion. Soeharto 's  last  attempts  to  rescue  his 
reign  failed  when  on  the  night  of  May 
20,  fourteen  members  of  his  cabinet  led 
by  Mr.  Ginandjar  Kartasasmita  gave  him 
an  ultimatum:  either  he  resigned  or  they 
did.  The  last  straw  was  when,  on  the  same 
night,  the  military  met  and  advised  him  to 
step  down.  Soeharto  had  no  option  but  to 
follow  the  advice  with  an  understanding 
that  he  and  his  family  would  be  respected 
and  protected.  It  was  Mr.  B.J.  Habibie,  his 
Vice  President  and  former  Minister  of  Re- 
search and  Technology,  who  replaced  him 
as  the  new  President. 
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In  retrospect,  the  choice  of  Mr.  Habibie 
was  controversial,  if  constitutional,  whose 
impacts  have  been  detrimental  to  the  pro- 
cess of  reform.  For  the  new  President  has, 
from  the  first  day  of  his  appointment,  been 
plagued  by  several  obstacles  which  pre- 
vented him  from  being  an  effective  leader 
to  carry  out  comprehensive  reforms  de- 
manded by  the  Indonesian  people.  To  be- 
gin with,  Mr.  Habibie  has  been  well  known 
as  Soeharto's  closest  protege  and  the  man 
behind  many  of  the  high-tech  projects 
which  have  been  under  heavy  criticism 
from  both  inside  and  outside  the  country. 
His  proudest  project  and  by  and  large  the 
most  controversial,  the  IPTN  aircraft  in- 
dustry, for  example,  had  become  a  target 
of  regular  criticism  because  of  its  alleged 
practices  of  abusing  the  state  budget  and 
secretive  management  style.  The  project  was 
also  so  unpopular,  even  among  the  ruling 
elite,  it  needed  Soeharto's  personal  guaran- 
tee in  order  to  continue  and  avoid  public 
scrutiny. 

Moreover,  the  new  President  has  also 
been  accused  of  being  practicing  KKN  (cor- 
ruption, collusion  and  nepotism)  during 
his  days  both  as  a  minister  and  chairman 
of  many  government  owned  enterprises.  It 
has  been  well  known  that  his  family  has 
benefited  from  his  powerful  positions  as 
the  Minister  of  Research  and  Technology 
as  well  as  the  Authority  of  the  super  luc- 
rative Batam  Project.  The  Indonesian  press 
has  reported,  for  instance,  that  the  Habibie 
family  has  controlled  as  much  as  80  large 
and  medium  scale  companies,  many  of  them 
dealing  with  government  contracting  jobs. 
In  the  international  fonims,  Habibie's  pen- 
chant for  spending  money  for  his  pet  pro- 
jects has  made  him  rather  unpopular  and 
given  him  the  nickname  of  Mr.  Spender. 
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With  such  a  background,  it  is  not  easy 
for  the  new  President  to  gain  quick  public 
support  which  is  needed  to  garner  political 
legitimacy  as  a  new  leader  of  the  nation. 
So  far,  even  though  his  appointment  as 
President  has  been  regarded  constitutional, 
it  is  still  lack  of  political  legitimacy.  This, 
in  turn,  has  made  it  difficult  for  him  to 
restore  both  the  pubhc  and  market  confid- 
ence while  it  is  precisely  this  particular  is- 
sue which  has  become  one  of  the  most  im- 
portant sources  for  the  continuation  of  the 
crisis.  This  means  that  the  failure  of  the 
so-called  transitional  administration  to  re- 
solve the  question  of  legitimacy  would 
render  the  reform  process,  to  be  very  bleak. 
The  possibility  of  returning  to  authoritarian- 
ism cannot  be  overruled  due  to  the  obses- 
sion to  maintain  political  order  and  stabil- 
ity in  the  name  of  preserving  national  dis- 
integration. 

The  New  Order  Political  System  and 
the  Crisis 

It  is  by  now  a  consensus  that  the  crisis 
in  Indonesia  is  primarily  due  to  the  failure 
of  the  political  system  and  format  estab- 
lished by  Soeharto's  New  Order.  When 
the  regime  emerged  in  the  late  sixties  fol- 
lowing the  downfall  of  Soekamo's  Guided 
Democracy,  its  architects  were  so  confident 
that  by  installing  an  authoritarian  political 
system  to  support  a  growth-oriented  eco- 
nomic development,  they  were  paving  the 
way  for  a  modem,  industrial  Indonesia.  Un- 
der Soeharto's  leadership,  the  New  Order 
installed  a  strong-state  based  political  sys- 
tem whose  niling  elite,  consisted  of  the  mil- 
itary, civilian  bureaucracy,  technocrats,  and 
indigenous  capitalists,  was  capable  of  plan- 
ning, executing,  directing,  and  controlling 
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policies  and  programs  under  the  umbrella 
of  a  powerful  executive.  Under  such  a  polit- 
ical system,  the  ruling  elite  believed  that 
the  process  of  economic  development  could 
be  carried  out  under  a  sustainable  political 
atmosphere  through  the  five  year  develop- 
ment plans,  starting  from  its  first  stage  dur- 
ing the  early  seventies  and  reaching  its 
take-off  in  the  end  of  the  nineties. 

To  fulfill  such  a  political  task,  a  dis- 
tinct political  format  was  created  whose 
main  purpose  was  to  ensure  the  state  dom- 
ination, especially  its  executive  branch,  and 
keep  society  remain  under  its  control.  In 
doing  so,  through  the  so-called  national 
consensus  in  the  late  sixties,  the  New  Or- 
der had  manufactured  the  so-called  national 
consensus  which  was  implemented  in  the 
famous  Paket  Lima  UU  Politik  (the  Pack- 
age of  Five  Political  Laws).  Through  the 
political  package,  all  social  and  political 
forces  were  securely  under  the  government's 
control  and  the  politics  of  depoliticiza- 
tion  was  then  established.  The  politics  of 
depoliticization  consisted  of  two  pronged 
strategies,  the  direct  and  indirect  ones.  The 
first  was  aimed  mainly  at  the  rural  masses 
which  constitute  the  bulk  of  the  Indone- 
sian population  This  strategy  was  executed 
under  the  "floating  mass"  policy,  whose 
main  purpose  was  to  limit  the  operation 
of  the  existing  political  parties  as  far  as 
the  district  level.  In  the  political  discourse 
of  the  New  Order,  the  policy  is  needed  to 
"protect"  the  people  from  political  manip- 
ulation of  the  competing  parties  which 
had,  in  the  past,  caused  social  and  political 
instability.  It  became  clear,  however,  that 
in  practice  such  a  policy  was  intended  to 
either  eliminate  or,  at  least,  minimize,  the 
possibility  of  politicization  of  the  majority 


of  the  Indonesian  people  by  agencies  out- 
side the  state. 

The  policy  had  resulted  in  quite  dif- 
ferent outcome.  Instead  of  protecting  the 
masses  from  the  perceived  political  manip- 
ulations from  parties,  it  opened  up  for  dif- 
ferent kinds  of  political  manipulation  ori- 
ginated from  the  state's  apparatus,  particu- 
larly the  bureaucracy.  It  was  actually  the 
ruling  party,  Golkar  {Golongan  Karya/Func- 
tional  Group),  who,  in  the  end,  benefited 
from  such  a  practice  because  the  bureau- 
cracy was  playing  the  role  as  its  powerful 
political  machine.  Thus,  even  though  Gol- 
kar was  officially  harmed  from  conducting 
direct  political  operations  in  the  rural  areas 
its  presence  was,  nevertheless,  strongly  an- 
chored due  to  the  role  of  the  bureaucratic 
network.  This  floating  mass  policy  had, 
indeed,  played  a  crucial  role  in  the  main- 
tenance of  Golkar's  support  and  weaken- 
ing other  parties'  chance  to  expand  their 
constituency. 

The  second  strategy,  the  indirect  depo- 
liticization, had  been  implemented  through 
various  mechanisms  most  important  of 
which  were  state's  corporatization,  co-opt- 
ation, and  ideological  hegemony.  Through 
the  corporatist  mechanism,  the  state  was 
exerting  systematic  control  and  sur\'eillance 
to  existing  interest  groups  in  society,  if 
necessary  by  direct  inter\'ention  to  their 
internal  affairs.  It  was  only  well  known 
that  Soeharto's  regime  was  always  main- 
taining close  surveillance  to  all  political  and 
social  organizations  to  prevent  the  latter 
from  being  too  independent  or  popular. 
The  government  also  imposed  the  "single 
plate"  (wadah  tunggal)  policy  for  such 
strategic  interest  groups  as  KADIN  (busi- 
nesses), HKTl  (farmers),  FSPSI  (workers), 
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KNPI  (youths),  and  so  forth.  It  was  neces- 
sary for  those  organizations  to  have  the 
government's  permission  or  at  least  its 
political  "blessing"  (restu)  to  elect  their 
leaders.  Failure  to  do  so  would  result  in 
the  government's  reprisals  such  as  pro- 
hibitions of  their  activities  or  drying  up 
its  financial  support,  or  even  the  invalida- 
tion of  their  existence  as  organizations. 

It  is  important  to  note  that  under  such 
a  corporatist  mechanism,  the  state  used 
both  inclusionary  and  exclusionary  ap- 
proaches. Those  organizations  which  tend 
to  be  independent  or  popular  run  the  risk 
of  being  regarded  as  challenging  the  state's 
authority  and  they  would  face  exclusionary 
action.  The  cases  of  Megawati's  PDI  Per- 
juangan  (the  Indonesian  Democratic  Party), 
Abdurrahman  Wahid's  NU  (the  Reawaken- 
ing of  Islamic  Scholars),  and  SAE  Naba- 
ban's  HKBP  (the  Huria  Batak  Christian), 
Mochtar  Pakpahan's  SBSI  (the  Indonesian 
Welfare  Workers'  Association),  and  Budiman 
Soedjatmiko's  PRD  (People's  Democratic 
Party)  was  the  most  telling  examples  of 
this  approach.  It  seemed  to  be  politically  ef- 
fective for  only  few  organizations,  such  as 
the  PDI  Perjuangan  and  NU,  who  could 
endure  the  state's  exclusionary  measures. 
Meanwhile,  the  inclusionary  approach  was 
carried  out  in  order  to  incorporate  the  or- 
ganizations' interests  within  those  of  the 
state.  The  above  single  plate  strategy  was, 
for  instance,  a  quite  effective  instrument  to 
insert  the  organizations'  interests  into  the 
broader  programs  or  agenda  of  actions  es- 
tablished by  the  state  which,  in  turn,  mak- 
ing it  easier  for  the  latter  to  control  the 
former  in  the  long  term. 

The  corporatist  mechanism  was  inter- 
woven with  that  of  co-optation  whose  main 


goal  is  to  appropriate  and  domesticate 
leaders  of  various  social  and  political  or- 
ganizations so  that  there  will  be  a  guaran- 
tee that  opposition  and  challenges  to  the 
state  could  be  anticipated  as  early  as  pos- 
sible. In  retrospect,  this  mechanism  was 
proven  to  be  very  effective  in  deflecting 
and  preventing  many  potential  oppositions 
which  may  pose  a  threat  to  the  authority. 
Among  the  most  well  known  case  has  been 
the  co-optation  of  Islamic  intellectuals  and 
their  leaders  through  ICMI  (the  Association 
of  Indonesian  Moslem  Intellectuals)  by  the 
state  since  its  birth  in  1991.  By  inserting 
this  organization  in  the  state  framework 
and  co-opting  its  leaders,  the  New  Order 
had  thrown  two  birds  with  one  stone.  It 
succeeds  in  deflecting  potential  criticism 
fi-om  some  Islamic  groups  in  regard  to  its 
Islamic  policies  and,  at  the  same  time,  do- 
mesticating the  existing  forces  of  opposi- 
tions among  Islamic  groups.  Many  hard- 
core Islamists  have  transformed  themselves 
almost  overnight  into  the  staunchest  sup- 
porters of  Soeharto  and  become  his  de- 
fenders against  the  onslaught  of  his  critics. 
Obviously,  the  ICMI  case  was  not  the  only 
one,  because  it  was  already  used  during 
the  early  years  of  the  New  Order  when  it 
co-opted  the  Chinese  Catholic-based  think 
tank,  CSIS  (Centre  for  Strategic  and  Inter- 
national Studies). 

Finally,  the  politics  of  dcpolitici/.ation 
was  also  created  in  the  form  of  manufactur- 
ing consent  from  society  to  strengthen  the 
state's  legal,  political  and  ethical  legitim- 
acy. It  was  through  hegemony,  in  the 
Gramscian  sense,  that  the  New  Order  was 
primarily  successful  in  achieving  such  a 
goal.  Thus,  the  above  floating  mass  policy, 
for  example,  was  sanctioned  through  legal 
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discourse  along  with  the  promulgation  of 
a  set  of  regulations  regarding  election,  po- 
litical parties,  referendum,  and  MPR/DPR 
(parliamentary)  arrangement.  In  another 
instance,  the  state  was  also  successful  in 
mobilizing  support  to  deflect  the  demand 
for  full  implementation  of  the  Universal 
Declaration  of  Human  Rights  (UDHR).  By 
appropriating  a  cultural  relativist  view,  the 
government  defended  the  idea  that  the 
underlying  norms  of  the  UDHR  are  some- 
thing alien  to  the  Indonesian  people,  be- 
cause they  are  considered  as  basing  on  dif- 
ferent value  system,  i.e.  the  Western  idea 
of  individualism  which  is  in  contradiction 
with  the  collectivist  idea  prevalent  among 
the  Asian  people. 

But  the  most  important  state's  hege- 
monic project  under  the  New  Order  was 
the  whole  discourse  and  practices  of  de- 
velopment which  became  the  main  source 
of  its  political  legitimacy.  It  was  through 
the  discourse  of  development  that  the 
New  Order  government  under  Soeharto 
had  been  able  to  mobilize  political,  eco- 
nomic, and  social  resources  in  society  dur- 
ing the  three  decades  of  its  reign.  Develop- 
ment as  a  discursive  instrument  had  been 
deployed  through  the  entire  ideological  ap- 
paratus which  belonged  to  both  the  state 
and  society.  The  state,  in  this  respect,  deter- 
mined its  meanings,  purposes,  and  strat- 
egies while  the  members  of  society  social- 
ized and  internalized  through  public  dis- 
courses and  practices.  The  state  played  the 
role  as  the  provider  while  society  the  re- 
cipient of  development.  As  a  consequence, 
the  notion  of  development  as  a  top-down 
process,  directed  by  government  agencies 
was  becoming  a  dominant  discourse  under 
the  New  Order.  Attempts  from  members  of 


society  to  reinterpret  such  a  discourse,  for 
instance,  would  be  regarded  as  a  deviation 
from  the  mainstream  and,  therefore,  ille- 
gitimate. This  explains  why  the  New  Or- 
der government  was  quite  serious  in  de- 
monizing  the  NGOs  and  some  intellectuals 
who  are  trying  to  create  alternative  under- 
standing of  development.  This  kind  of 
NGOs  and  intellectuals  were  labeled  as 
leftwingers,  subversives,  a-nationalists,  or 
simply  communist-influenced  groups.  There- 
fore, the  state  categorized  the  NGOs  into 
the  problematic  and  non-problematic  ones, 
whereby  the  latter  was  the  good  and  the 
former  was  the  bad  guys. 

In  its  development  until  its  demise  in 
May  1998,  the  above  political  format  had 
brought  about  devastating  effects  on  demo- 
cratic aspiration  and  practices  in  the  coun- 
try. For  the  first  time  in  post-independent 
Indonesia  the  majority  of  the  people  had 
been  both  legally  and  systematically  de- 
prived from  their  basic  political  rights.  The 
New  Order  had  also  limited  the  exercise  of 
the  basic  rights  of  many  strategic  groups 
in  society,  such  as  the  workers,  students, 
political  parties,  social  organizations,  and 
NGOs.  By  systematically  limiting  and  con- 
trolling political  activities,  the  New  Order 
had  contributed  to  the  weakening  of  civil 
society.  Indonesian  politics  remained  under- 
developed and  civil  society  was  incapable 
of  counter  balancing  the  state  power  regard- 
less of  the  existing  economic  development 
and  social  changes  brought  about  by  mod- 
ernization. 

Under  the  New  Order,  the  political  so- 
ciety was  almost  completely  under  the  gov- 
ernment direction  and  that  means  Soe- 
harto's  personal  power.  No  political  parlies, 
for  example,  would  be  able  to  become  a 
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real  vehicle  for  aggregation  and  articula- 
tion of  interests.  In  fact,  almost  no  polit- 
ical force  would  likely  exercise  its  power 
without  being  known  and  controlled  by 
the  government.  Officially,  there  were  three 
political  parties,  Golkar,  PPP,  and  PDI, 
which  were  supposedly  independent  and 
functioning  to  channel  different  interests 
in  society.  And  yet,  one  can  hardly  dis- 
tinguish their  political  agenda  because  all 
of  them  were  actually  promoting  those  of 
the  state.  If  there  was  a  difference,  it  was 
the  degree  of  their  political  obedience  to 
the  authority.  Thus,  if  Golkar  would  say 
"yes.  Sir"  then  the  PPP  would  say  "j/ei'," 
and  PDI  would  say  "of  course"  to  Soe- 
harto's  demands.  It  was  no  surprise  that 
during  the  three  decades  of  the  New  Or- 
der's rule  there  were  few  cases  where  po- 
litical parties  challenging  or  defying  the 
state's  political  agenda.  The  rejection  of 
PPP  to  accept  the  state-sponsored  Mar- 
riage Law  and  the  walk  out  of  its  mem- 
bers in  the  MPR  to  refuse  the  inclusion  of 
Aliran  Kepercayaan  (indigenous  religion) 
in  the  State  Guidelines  (GBHN)  in  the  sev- 
enties were  rare  and,  in  fact,  never  hap- 
pened afterwards.  The  docility  of  political 
parties  was  responsible  for  the  weakness 
of  the  House  of  Representatives  (DPR)  and 
the  People's  Assembly  (MPR)  which  func- 
tion more  as  a  rubber  stamp  institution 
than  a  real  representative  bodies. 

In  the  realm  of  civil  society,  the  state 
powcrftil  control  had  made  it  impossible  to 
develop  autonomously,  never  mind  strong- 
ly. Instead,  the  state's  "colonization"  of 
civil  society  was  resulting  in  its  further 
fragmentation  and  impoverishment.  The 
process  of  such  a  coIoni7ation  was  carried 
out  mainly  by  the  state  security  appar- 


atuses in  the  forms  of  both  physical  and 
ideological  control  and  surveillance.  It  was 
a  common  knowledge  that  the  military 
and  civilian  intelligence  members  penet- 
rate in  almost  all  strategic  groups,  includ- 
ing social  organizations,  intellectuals,  stu- 
dents and  reported  their  activities  to  the 
security  apparatus.  They  were  also  respons- 
ible for  engineering  various  psy-war  and 
clandestine  operations  against  the  alleged- 
ly dangerous  elements  or  activities  within 
civil  society.  Several  cases  of  social  and  po- 
litical disturbances  such  as  the  Dilli  mas- 
sacre (1991),  the  July  27  Affairs  (1996),  the 
Situbondo,  Tasikmalaya,  Rengasdengklok 
religious-based  riots  (1997),  and  the  kid- 
napping of  student  activists  and  anti  Chi- 
nese riots  (1998)  are  allegedly  masterminded 
by  elements  within  the  military. 

The  weakness  of  Indonesian  civil  so- 
ciety has  been  deepened  by  the  prolifera- 
tion of  sectarianism  in  the  society.  His- 
torically and  sociologically,  the  pluralistic 
nature  of  Indonesian  society  itself  has 
been  a  fertile  ground  for  particularist  or 
sectarian  ideologies.  Yet  it  was  the  absence 
of  democratic  institutions,  through  which 
competing  interests  could  be  negotiated, 
which  made  such  a  problem  even  worse. 
Even  within  the  middle  class,  which  is 
supposedly  playing  the  role  of  strengthen- 
ing Indonesian  civil  society,  such  par- 
ticularistic sentiments  as  religions  and 
ethnicity  arc  gaining  support.  Thus  the 
new  bourgeoisie  has  been  prevented  from 
strengthening  itself  as  a  progressive  and 
enlightened  social  class  because  it  is  prone 
to  ethnic  and  religious  conflicts.  The  bour- 
geois class  of  the  Chinese  origin  has,  for 
example,  remained  a  political  victim  and 
convenient  scapegoat  for  social  and  po- 
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litical  problems  which,  in  turn,  forced 
many  of  them  relying  on  the  state's  pro- 
tection. The  class  prihumi  (indigenous)  mid- 
dle class,  however,  is  by  no  means  co- 
hesive, because  it  is  also  ethnically  and 
religiously  divided.  No  doubt  that  such  a 
complexity  of  class  and  status  group  can 
be  easily  manipulated  by  the  ruling  elite 
to  prevent  the  emergence  of  a  strong  mid- 
dle class  which  would  become  one  of  the 
main  backbone  of  Indonesian  civil  society. 

Problems  of  Reform  and  Re- 
democratization 

It  is  against  the  backdrop  of  imbalance 
power  relations  between  the  state  and  so- 
ciety that  the  reform  movements  emerge 
in  Indonesian  political  scene  begiiming  in 
the  late  eighties.  There  have  been  several 
factors  which  contribute  to  the  downfall 
of  Soeharto's  New  Order.  First,  the  in- 
ternal conflicts  within  the  ruling  elite  was 
eventually  contributing  to  the  weakening 
of  the  existing  political  system.  These 
conflicts  occurred  among  the  elite  factions 
which  had  to  compete  with  each  other  to 
gain  more  access  to  the  President.  As  the 
power  was  increasingly  accumulated  in  the 
hand  of  Soeharto  and  his  family,  it  was 
only  logical  that  the  members  of  the  ruling 
elite  competing  for  being  their  cronies.  To- 
ward the  end  of  his  rule,  Soeharto  was  sur- 
rounded by  those  competing  factions  whose 
main  goals  was  using  his  power  to  attain 
their  interests.  Consequently,  a  cohesive 
ruling  elite  which  existed  in  the  early  years 
of  the  New  Order  could  no  longer  be  main- 
tained and  Soeharto  was  forced  to  rely  on 
his  own  ability  to  maneuver. 

Second,  the  existing  political  format 
was  gradually  undermining  the  system's 


maintenance  capacity.  The  politics  of  de- 
politicization,  for  example,  dried  up  the 
political  resources  required  for  the  main-, 
tenance  and  sustainability  of  the  system. 
Depoliticization,  both  directly  and  indir- 
ectly, was  not  only  depriving  the  masses 
from  genuine  political  participation,  but 
also  marginalizing  those  within  the  elite 
in  society  due  to  the  increasing  degree  of 
factionalism.  Meanwhile,  the  accumulation 
of  power  in  the  hands  of  Soeharto  and 
his  family  helps  the  growth  of  cliques 
and  conspiratorial  politics  among  the 
ruling  elite  members  which  are,  in  turn, 
eroding  its  sense  of  cohesiveness  and 
unity.  It  was  no  surprise  that  Indonesian 
politics  under  the  New  Order  was  full  of 
political  rumors  originated  from  the  elite 
circle  which  then  being  circulated  for  the 
public  consumption.  It  was  through  such 
rumors  that  often  information  pertaining 
to  important  political  decisions  was  known 
before  hand.  No  doubt  that  the  prolifera- 
tion of  political  rumors  also  indicated  the 
elite's  insecurity  and  the  fragility  of  the 
system." 

Third,  the  politics  of  depoliticization 
had  weakened  the  New  Order's  own  po- 
litical structure,  precisely  because  it  elimin- 
ated the  possibility  of  having  effective 
control  mechanism  for  its  own  sustain- 
ability. The  impotcncy  of  the  existing  po- 
litical institutions  outside  the  executive 
branch  had,  for  instance,  undermined  the 
regime's  ability  to  control  corniptive  prac- 
tices and  over  bureaucratization  in  almost 
all  aspects  of  social,  political,  and  economic 
life.  The  regime  was  increasingly  becoming 
defensive  and  unable  to  respond  to  public's 
demands  for  corrections.  As  a  consequence, 
the  regime  suffered  both  moral  and  po- 
litical legitimacy  in  the  views  of  the  people. 
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Such  internal  contradiction  had  created 
cracks  on  the  wall  of  the  New  Order's  po- 
litical system.  It  had  also  provided  some 
political  openings  for  pro-reform  groups, 
especially  the  intellectuals,  political  ac- 
tivists, and  students  who  have  struggled 
for  more  democracy  since  the  early  years 
of  the  New  Order  and  intensified  during 
the  eighties.  Their  struggles  have  been 
strengthened  by  increasing  international 
pressures  to  the  regime  on  the  issues  of 
human  rights,  environmental  protection, 
and  labor  relations.  Thus,  the  pro-demo- 
cracy movements  began  to  challenge  the 
New  Order's  political  domination  through 
various  actions,  including  the  formation 
of  democratic  alliances  among  intellectuals 
and  activists  (NGOs,  students,  etc.).  The 
formations  of  Forum  Demokrasi,  AJI  (In- 
donesian Journalist  Alliance),  SBSI,  to  men- 
tion some  of  them,  can  be  regarded  as  a 
significant  step  in  the  process  of  demo- 
cratic reform.  Also  the  struggle  of  Mega- 
wati to  obtain  more  autonomy  for  her 
party,  the  PDI,  had  attracted  public  atten- 
tion beyond  the  country's  boundaries,  es- 
pecially following  the  tragedy  of  July  27, 
1996  when  the  military  supported  Soerjadi 
attacking  the  party's  headquarters  and 
resulting  in  a  bloody  riots. 

Yet,  it  was  the  students  who  once  more 
emerged  in  the  stage  of  Indonesian  politics 
and  succeeded  to  topple  the  authoritarian 
regime.  Reminiscent  of  the  last  day  of  Soe- 
karno  in  the  sixties,  the  students  forced 
Soeharto  to  resign  after  his  failure  to  re- 
solve the  economic  crisis.  The  crisis  final- 
ly uncovers  the  weakness  of  the  New  Or- 
der political  system.  For  one  of  the  most 
essential  reasons  behind  Socharto's  fail- 
ure to  check  the  acceleration  of  the  crisis 
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had  been  the  absence  of  public  confidence 
to  his  government.  Soeharto  was  forced 
to  repeat  what  his  predecessor  had  done 
thirty  two  years  ago,  giving  up  his  power 
under  the  pressure  of  the  students. 

The  fall  of  Soeharto  has  forced  Habi- 
bie's transitional  government  to  face  daunt- 
ing tasks  of  bringing  the  nation  out  of 
the  economic  crisis  and  building  up  a 
democratic  political  system  demanded  by 
the  people.  In  doing  so,  his  priority  has 
been  the  restoration  of  public  confidence 
and  the  stabilization  of  the  economy  fol- 
lowing the  agreement  between  the  Gov- 
ernment of  Indonesia  (GOI)  and  the  IMF. 
During  the  first  three  months,  Habibie's 
government  had  taken  some  steps  to  con- 
vince both  the  Indonesian  people  and  the 
international  community  regarding  its  com- 
mitment and  capability  of  conducting  the 
political  reform.  The  first  crucial  step  was 
taken  when  the  President  forged  an  agree- 
ment with  the  House  speaker,  Mr.  Harmo- 
ko,  to  convene  an  extraordinary  meeting 
of  the  People's  Assembly  (SI  MPR)  in  the 
end  of  1998  and  followed  by  a  new  gen- 
eral election  this  year,  possibly  in  June. 
Mr.  Habibie  has  also  ordered  the  Minister 
of  Internal  Affairs,  Mr.  Syarvvan  Haniid  to 
form  a  reform  team  for  the  existing  polit- 
ical laws,  including  the  general  election, 
political  party,  and  MPR/DPR.  The  team, 
known  as  Tim  7  (the  team  of  7)  had  been 
successful  in  drafting  the  laws  and  the 
DPR  had  passed  them  with  several  im- 
portant changes  artcr  some  pressures  and 
hot  debated  from  the  public. 

In  addition.  Habibie's  government  has 
allcmptcd  to  satisfy  the  pro-rcfonn  groups 
in  tlic  field  of  human  rights.  The  release 
of  some  political  prisoners,  including 
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Mochtar  Pakpahan,  Sri  Bintang  Pamungkas, 
and  other  political  activists  who  were  im- 
prisoned by  the  previous  regime  because 
of  their  political  activities  has  been  high- 
ly underscored  to  show  Mr.  Habibie's  po- 
litical commitment  in  the  particular  issue. 
However,  up  to  now,  those  well  known 
political  prisoners  such  as  Mr.  Xanana 
Gusmao  and  Budiman  Sudjatmiko  and 
other  PRD  activists  have  remained  im- 
prisoned for  reasons  that  they  are  under 
different  category.  The  changing  condi- 
tion of  Mr.  Gusmao 's  imprisonment  re- 
cently has  been  another  political  step  fol- 
lowing the  government's  current  policy 
on  the  East  Timor  issue.  The  government 
also  shows  that  it  has  been  willing  to 
replace  several  members  of  the  DPR  and 
MPR  who  were  allegedly  involved  in 
KKN  practices  such  as  those  Soeharto's 
children  and  other  high  ranking  officials. 
Moreover,  Habibie's  government  has  al- 
lowed the  investigation  of  those  military 
high  ranking  officers  who  are  allegedly 
responsible  for  the  kidnapping  of  some 
student  activists  and  human  rights  ac- 
tivists as  well  as  masterminding  the  tra- 
gedy of  May  13  and  14,  1998  in  Jakarta, 
Surakarta  and  other  cities.  The  government 
also  tries  to  implement  the  injunction  of 
the  MPR  Decree  No.  XI/ 1998,  namely  the 
investigation  of  the  former  President  Soe- 
harto's wealth  in  the  context  of  fighting 
corruption  among  the  state  officials. 

In  the  realm  of  economy,  the  new  re- 
gime has  attempted  to  convince  the  donor 
countries  and  institutions  such  as  the 
CGI,  World  Bank,  IMF,  ADB,  and  IDB,  to 
disburse  the  package  of  financial  aid  in 
order  to  support  the  stabilization  of  Indo- 
nesian economy  and  the  implementation 


of  the  social  safety  net  programs  (SSN) 
for  the  victims  of  the  crisis.  So  far,  the 
response  from  the  donor  institutions  has 
been  quite  positive  as  evidenced  by  the 
amount  of  financial  aid  already  disbursed 
and  pledged  for  the  GOl.  During  the  last 
July  1998  meeting,  for  instance,  the  CGI 
members  agreed  to  give  US$7.9  billion  to 
the  Habibie's  government,  part  of  them 
for  the  social  safety  net  programs.  Prior 
to  that,  the  IMF  disbursed  in  June  1998 
US$1  billion,  the  purpose  of  which  is  also 
for  the  similar  program. 

Notwithstanding  those  steps,  the  pro- 
cess of  recovering  the  political  and  eco- 
nomic crisis  has  remained  slow,  to  say 
the  least.  It  has  been  a  general  consensus 
among  political  and  economic  observers 
that  Habibie  is  still  incapable  of  over- 
coming the  most  important  obstacle,  name- 
ly the  absence  of  public  confidence  to  his 
government.  Many  political  leaders  con- 
sider the  current  government's  political 
maneuvers  have  been  nothing  but  Habi- 
bie's short-term  strategy  to  remain  in  po- 
wer. Considering  his  weak  base  of  sup- 
port, Habibie  has  to  buy  time  and  give 
some  political  concessions  while  consol- 
idating his  power.  The  President  and  his 
advocates  have  seen  that  there  is  an 
opening  for  dismantling  the  previous  elite 
composition  inherited  from  Socharto  and 
replacing  it  with  the  new  one.  The  milit- 
ary (ABRI),  which  these  days  has  been 
under  public  scrutiny,  seems  to  be  dis- 
united and  making  it  impossible  to  block 
the  effort.  General  Wiranlo.  the  current  com- 
mander in  chief  of  ABRI,  has.  for  instance, 
been  too  preoccupied  by  power  struggle 
within  the  military  elite  to  be  able  to  stop 
Habibie's  move.  In  addition,  the  former 
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has  to  depend  on  the  latter  in  order  to 
face  his  rivals  among  the  so-called  the 
"Green  Generals"  who  are  still  influential 
in  the  decision-making  process  in  the  cab- 
inet. However,  Wiranto's  move  to  allow  the 
investigation  of  some  generals  within  the 
elite  Special  Force,  including  the  former 
Lieutenant  General  Prabowo,  has  given  him 
a  better  political  position  in  the  ongoing 
internal  struggle  in  the  military.  Also,  his 
most  recent  decision  to  rotate  and  replace 
some  high  ranking  generals  has  been  con- 
sidered by  political  observers  as  a  signal 
that  he  is  gaining  much  better  political 
position  vis-d-vis  his  rivals. 

If  Habibie  has  been  somehow  capable 
of  implementing  his  political  agenda,  de- 
spite his  lack  of  legitimacy,  the  situation 
among  the  reform  groups  has  been  dif- 
ferent. Not  only  they  have  to  develop  the 
kind  of  political  platform  which  can  be 
used  to  support  the  long  term  process  of 
political  reform,  but  they  also  been  falter- 
ing, particularly  due  to  the  existing  dif- 
ferences in  terms  of  strategy  to  face  the 
consolidation  of  Habibie's  government  and 
the  possible  return  of  Soeharto  and  his  po- 
litical cronies.  On  top  of  that,  pro-reform 
groups  are  still  suffering  from  leadership 
problem.  To  date,  prominent  leaders  such 
as  Abdurrahman  Wahid  (Gus  Dur),  Amien 
Rais,  and  Megawati,  and  Sri  Sultan  are  re- 
garded as  the  motor  of  reform  and,  there- 
fore, expected  to  build  a  political  coalition 
whose  aim  is  to  strengthen  the  pro-demo- 
cracy position.  It  seems,  however,  that 
such  an  expectation  remains  untenable  due 
to  the  existing  differences  among  some 
of  them.  So  far,  only  Gus  Dur  and  Mega- 
wati arc  the  two  leaders  who  arc  probably 
capable  of  forming  a  coalition.  Gus  Dur, 


in  his  capacity  as  the  chairman  of  NU 
{Nahdlatul  'Ulama),  has  sponsored  the 
formation  of  the  Partai  Kebangkitan  Bang- 
sa  (the  National  Awakening  Party,  PKB) 
and  Megawati  remained  with  her  party, 
Partai  Demokrasi  Indonesia  Perjuangan" 
(the  Indonesian  Democratic  Party,  PDI). 
The  PKB  will  be  heavily  relying  on  NU 
whose  30  million  members  are  expected 
to  support  it,  while  the  PDI's  strength  is 
based  on  the  nationalist  groups  who  are 
loyal  to  the  daughter  of  the  late  President 
Soekarno.  Amien  Rais,  the  Chairman  of 
Partai  Amanat  Nasional  (the  National  Man- 
date Party,  PAN)  has  a  strong  support 
from  his  former  organization,  the  Muham- 
madiyah,  plus  some  of  the  non-Islamic 
groups,  mainly  the  urban  middle  class 
population.  Sultan  Hamengkubuwono  X 
himself  is  still  a  Golkar  leader  which  bases 
his  support  mainly  from  Yogyakarta.  Com- 
pared with  the  other  three  leaders,  he  still 
needs  a  lot  of  exposure  to  be  politically 
reckoned  at  the  national  level. 

Those  problems  have  been  exacerbated 
by  the  internal  fighting  among  the  pro- 
reform  groups,  particularly  the  radicals 
who  demand  a  thorough  dismantling  of 
the  current  regime  and  replacing  it  with 
a  provisional  government.  So  far.  such  a 
demand  has  taken  the  form  of  two  pro- 
posals. The  first  is  the  formation  of  Ko- 
mi te  Rakyat  Indonesia  (the  Indonesian 
People's  Committee)  submitted  by  Forkot. 
a  Jabotabck-bascd  student  organization,  and 
the  second  is  the  formation  of  a  presidium 
consisted  of  prominent  political  leaders 
who  will  become  a  care-taker  of  the  gov- 
ernment until  the  election.  Most  of  the 
reform  groups,  however,  arc  not  so  keen 
with  those  proposals  making  the  radicals 
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feel  betrayed.  This  evidenced  when  the 
radical  students  and  reformists  rejected 
the  Ciganjur  Declaration  which  was  created 
to  unite  the  reformists  in  pressing  Habi- 
bie's government  to  accommodate  their 
aspirations  during  the  SI  MPR.  They  ar- 
gues that  the  Declaration  is  too  soft  on 
the  military's  dual  function  (dwifungsi 
ABRJ),  because  it  does  not  demand  a 
total  withdrawal  of  the  military  and  in- 
stead give  the  latter  six  years  for  the 
gradual  withdrawal.  The  radicals  also  cri- 
ticize that  the  Ciganjur  signatories  are 
not  very  well  representing  the  pro-reform 
groups  since  they  consisted  only  four 
leaders  and  student  representatives.  As  a 
consequences,  when  the  students  marched 
to  the  DPR  building  to  protest  the  SI 
MPR,  they  ignored  the  warning  of  the 
Ciganjur  group  and  faced  the  bloody  re- 
pression from  the  military  in  what  was 
known  as  the  Semanggi  incidence. 

After  the  incidence,  the  cohesion  of 
the  pro-reform  group  has  been  evaporated 
while  the  government  gaining  momentum 
to  continue  its  agenda  of  promulgating 
the  new  political  laws  and  preparing  for 
the  election.  Most  reformist  leaders  such 
as  Megawati,  Gus  Dur,  Amien  Rais,  and 
others  tend  to  be  more  pragmatic  and  view 
that  the  election  is  a  viable  way  for  the 
struggle  for  democracy.  The  radicals,  espe- 
cially the  students,  are  still  trying  to  put 
pressures  to  the  government  in  the  forms 
of  sporadic  demonstrations  and  protests 
against  Habibie's  government.  Their  targets 
are  less  focused  than  before  which  created 
a  perception  among  many  observers  that 
the  students'  movements  arc  no  longer 
united  and  well  organized.  Yet,  it  would  be 
a  too  hasty  conclusion  to  say  that  the  stu- 


dents will  no  longer  go  to  the  street  in  the 
near  future  because  some  of  those  student 
groups  such  as  Forkot,  Famred,  FKMJ,  to 
mention  only  a  few,  which  maintain  the 
view  that  radical  transformation  is  the 
only  viable  way  for  a  total  reform. 

Three  Scenarios  in  the  Indonesian 
Politics 

The  political  conjuncture  in  the  post 
Soeharto  era  has  left  three  alternatives 
for  the  Indonesian  politics  in  the  near 
future.  The  first  is  the  metamorphosis  of 
the  authoritarian  polity  under  a  new  type 
of  regime,  the  second  is  the  radical  demo- 
cratization process,  and  the  third  is  la- 
beled as  the  gradual  redemocratization 
process.  The  first  alternative  would  occur 
when  the  old  regime  regain  its  strength 
through  the  empowerment  of  its  elements, 
mainly  the  revivalization  of  Golkar  support- 
ed by  the  old  military  and  civilian  bureau- 
cratic networks.  This  alternative  would 
render  the  country  to  be  in  a  ver>-  pre- 
carious situation  considering  that  the  au- 
thoritarian would  have  to  rely  more  on  re- 
pression and  violence.  This  is  due  in  large 
part  to  the  pressure  to  stabilize  the  country 
that  the  regime  has  to  face  and  the  lack 
of  political  legitimacy  as  the  source  of 
mobilization  of  political  resources.  And  yet 
by  relying  on  such  a  heavy  handed  pol- 
icy, the  regime  will  run  the  risk  of  promoting 
resistance  among  the  people  who  arc  no 
longer  afraid  of  challenging  the  authority 
openly.  This  alternative  would  also  send  a 
negative  message  for  those  within  the  in- 
ternational community  who  really  want  to 
help  the  country  to  overcome  the  eco- 
nomic crisis.  The  absence  of  political  cer- 


76 


THE  INDONESIAN  QUARTERLY.  Vol.  XXVII/1999.  No.  1 


tainty  under  an  authoritarian  regime  would 
only  minimize  the  chance  of  any  solution 
to  work. 

On  the  other  extreme,  the  radical  demo- 
cratization as  an  alternative  would  also 
face  tremendous  difficulties  which,  in  turn, 
may  bring  about  totally  different  outcomes. 
Notwithstanding  its  attractiveness  from 
the  theoretical  point  of  view,  the  political 
solution  offered  by  the  radical  groups 
would  be  challenged  by  their  adversaries 
from  two  directions,  namely  its  constitu- 
tionality and  legitimacy.  The  failure  of 
the  reform  groups  to  control  the  political 
process  following  the  resignation  of  Soe- 
harto  has  made  it  difficult,  if  possible  at 
all,  for  them  to  impose  their  political 
agenda.  Therefore,  their  efforts  to  set  up 
a  provisional  government  as  a  substitute 
of  the  Habibie's  government  are  scarcely 
successful  because  they  could  not  agree 
with  each  other  in  term  of  their  represent- 
ative for  such  a  body.  Also,  the  radical 
democratization  would  face  problems  coming 
from  society  who  for  more  than  three  de- 
cades has  experienced  depoliticization  pro- 
cess. The  radical  political  opening  would 
result  in  either  massive  breakdown  in  the 
body  politic  or  resistance  in  the  form  of  po- 
litical apathy  among  the  people. 

Thus  the  third  alternative,  the  gradual 
redemocratization,  seems  to  be  the  most 
viable  way  among  the  three  scenarios.  Al- 
though the  existing  condition  is  not  to- 
tally conducive  for  a  radical  transforma- 
tion yet,  there  are  some  opportunities  for 
creating  a  gradual  transition  toward  demo- 
cratic polity.  The  existing  condition  is  not 
conducive  for  a  radical  transformation  be- 
cause: (1)  the  remaining  of  the  old  polit- 
ical system  which  can  be  seen  in  the  per- 


sistence of  the  military  force  and  the  old 
ruling  party;  (2)  the  weakness  of  the  re- 
form groups  and  their  leadership  as  well 
as  the  civil  society;  and  (3)  the  low  degree 
of  political  participation  from  the  grass- 
roots population.  However,  there  are  op- 
portunities for  the  empowerment  of  demo- 
cratic elements  in  society  which  can  be 
seen  in  the  pro-reform  mood  among  the 
people  and  the  existing  political  atmo- 
sphere, whatever  temporary,  which  is  very 
favorable  for  reform.  What  is  crucial  in 
this  transitional  period  is  the  extent  to 
which  the  reformists  could  gain  the  mo- 
mentum for  implementing  their  future  po- 
litical agenda. 

In  this  respect,  the  incoming  general 
election  in  June  7  would  become  an  im- 
portant starting  point  for  the  pro-reform 
groups  to  pave  the  way  for  democratiza- 
tion in  Indonesia.  The  election,  seems  to 
be  the  only  available  alternative  which 
can  be  used  to  open  room  for  maneuver 
and  prevent  the  pro-status  quo  from  re- 
turning into  the  political  stage.  Regardless 
of  some  weaknesses  in  the  legislation  and 
the  possibility  of  money  politics  and  ma- 
nipulative practices,  the  election  is  a  much 
better  alternative  than  that  which  has  been 
offered  by  the  radical  groups.  This  explains 
why  those  reformist  leaders  such  as  Me- 
gawati, Amien  Rais  and  Gus  Dur  have 
opted  for  joining  the  election  and  re- 
jecting radical  approaches  for  their  strug- 
gles. The  same  is  true  for  ihc  pro-slaius 
quo,  although  with  different  reasoning, 
they  also  need  the  election  for  obtaining 
legitimacy.  In  short,  the  general  election 
would  become  a  battle  ground  which  will 
determine  whether  or  not  deniocrac>'  would 
be  flourishing  in  the  future. 
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The  political  map  in  posl-Soeharto  In- 
donesia will  be  colored  by  the  following 
characteristics:  (1)  the  absence  of  a  single, 
hegemonic  political  parly  in  the  country; 

(2)  there  will  be  a  coalition  of  parties  which 
forms  the  new  government  after  election; 

(3)  there  will  be  a  relative  decline  of  the  mil- 
itary in  the  politics,  at  least  at  the  formal 
level;  and  (4)  the  gradual  restructuring  and 
stabilization  in  the  body  politic. 

With  the  demise  of  the  New  Order,  the 
domination  of  Golkar  in  Indonesian  pol- 
itics has  rapidly  declining.  The  ruling  party 
has  survived  the  reform  in  a  bad  shape 
due  to  some  reasons.  First  of  all,  Golkar 
has  been  weakened  by  its  elite  conflicts 
following  the  extraordinary  national  meet- 
ing session  (Munaslub)  in  which  Akbar  Tan- 
djung  emerged  as  its  new  chairman.  De- 
spite the  depiction  as  the  most  democratic 
deliberation,  the  outcome  of  the  Munaslub 
has  been  the  internal  rift  between  Edi  Su- 
drajat's  group  and  Akbar  Tandjung's  group, 
where  the  former  has  subsequently  quitted 
Golkar  and  established  a  new  party,  the 
Unity  and  Justice  Party  {Partai  Persatuan 
dan  Keadilan,  PKP).  This  new  party  would 
pose  a  threat  to  Golkar  for  it  has  obtain- 
ed support  from  the  non-active  military 
group  or  KBA  (Keluarga  Besar  ABRT)  which 
in  the  past  had  become  one  of  the  main 
backbone  of  Golkar. 

Moreover,  Golkar  will  no  longer  enjoy 
the  support  from  the  active  ABRl  and  the 
civil  servant  which  in  the  past  constitute 
its  main  source  of  power  in  order  to  mo- 
bilize political  support  from  the  masses. 
Therefore,  theoretically,  Golkar  should  de- 
pend on  its  own  in  the  next  election  de- 
spite the  widespread  speculation  that  it 
is  still  strong  enough  due  to  its  patron- 


client  networks  of  the  bureaucracy  and 
the  possibility  of  using  money  politics 
during  the  election.  Regardless  of  the 
worry,  it  seems  that  the  days  of  Golkar's 
domination  in  the  Indonesian  politics  are 
passing  and  the  new  political  constella- 
tion is  in  the  making. 

The  new  constellation  will  consist  of 
coalitions  of  political  parties  along  with 
the  ideological  stream  not  unlike  in  the 
1950s,  although  with  a  rather  significant 
difference.  There  are  at  least  three  main 
candidates  for  such  a  coalition:  (1)  the 
Islamist-oriented  coalition  in  which  the 
old  PPP  supported  by  the  newly  estab- 
lished PBB  and  Partai  Keadilan  will  con- 
stitute its  core;  (2)  the  nationalist-oriented 
coaliUon,  in  which  the  PKB,  PDI  Per- 
juangan,  and  PKP  will  be  its  main  element; 
(3)  the  coalition  of  some  small  parties; 
and  (4)  the  coalition  of  Golkar  with  other 
parties  which  may  be  originated  from  the 
Islamist  or  nationalist  parties. 

The  post-New  Order  political  map  in 
Indonesia  will  be  colored  by  the  relative 
decline  of  the  military.  The  demand  for  re- 
definition and  repositioning  of  the  milit- 
ary dual  function  from  the  society  is  too 
strong  to  ignore,  paving  the  way  for  the 
civilians  to  have  more  say  in  the  future. 
This  changing  political  atmosphere  is  im- 
portant in  order  to  have  more  balanced  po- 
litical process  in  the  country.  The  militar>- 
is  now  expected  to  be  more  neutral  in  deal- 
ing with  political  parties  and  leaving  the 
legacy  of  the  New  Order  in  which  ABRI 
was  considered  as  an  integral  clement  of 
Golkar.  And  yet,  it  is  by  no  means  that 
such  a  relative  political  decline  of  the  mil- 
itary would  prevent  it  from  politically  in- 
volved. The  military  presence  in  the  DPR 
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is,  for  example,  still  maintained  in  the  new 
political  law  despite  strong  rejection  from 
the  reform  groups.  Even  though  the  num- 
ber of  the  military  faction  in  the  Parlia- 
ment is  significanUy  reduced  (from  75  to 
only  38),  its  real  political  bargaining  po- 
wer would  remain  intact.  It  is  true  that  the 
military  has,  currently,  experienced  a  po- 
litical setback  in  the  forms  of  legitimacy 
crisis  and  elite  squabbles,  but  one  should 
not  jump  into  conclusion  that  ABRI  is  po- 
litically weak. 

Drawing  on  the  above  discussion,  it  is 
possible  to  draw  some  scenarios  for  the 
future  democratization  in  Indonesia  along 
with  the  general  election.  The  gradual  pro- 
cess of  redemocratization  will  only  be 
stronger  if  there  is  a  regime  change  from 
the  current  Golkar-supported  one  to  a  pro- 
reform  oriented  regime.  In  so  doing,  the  pro- 
reform  groups  should  be  able  to  obtain  a 
majority  in  the  DPR  which  can  be  used 
as  a  bargaining  power  during  the  MPR 
deliberation.  This  will  not  be  an  easy  en- 
deavor, since  under  the  existing  political 
constellation  Golkar  is  conceivably  main- 
taining its  influence.  It  seems  to  be  reason- 
able to  expect  that  the  200  seats  designated 
for  the  regional  representatives  (Utusan 
Daerah)  and  the  special  groups  representat- 
ives {Utusan  Golongan)  would  be  in  favor 
of  Golkar.  In  addition,  there  is  no  guarantee 
that  the  military  (38  seats)  will  not  back- 
up Golkar  in  the  MPR  sessions  given  the 
similarities  of  political  interests  in  the  past. 
It  is  therefore  safe  to  say  thai  to  win  the 
majority  support,  Golkar  only  needs  ap- 
proximately 3 1  per  cent  of  the  votes,  while 
the  reformist  parties  should  win  more  than 
51  per  cent  in  order  to  be  able  to  form  the 
new  government. 
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The  nagging  question  is  whether  Golkar 
would  be  capable  of  obtaining  such  votes 
and  whether  the  main  reformist  parties 
I.e.  PDI  Peijuangan,  PKB,  and  PAN  could 
gamer  more  than  51  per  cent  of  votes  in 
the  next  election.  As  mentioned  before,  Gol- 
kar has  currenUy  experienced  a  serious  po- 
litical setback  and  it  seems  that  a  quick 
recovery  is  rather  remote.  Therefore,  if  the 
election  is  conducted  honestly  and  freely 
{luber  dan  jurdit)  then  it  is  highly  impos- 
sible for  Golkar  to  return  as  a  single  ma- 
jority winner.  Nor  can  it  expect  to  muster 
enough  vote  to  form  the  new  government 
without  support  from  the  military  and 
other  parties.  Therefore,  there  is  an  open 
speculation  that  it  would  use  the  money 
politics  and  the  old  patron-client  networks 
which  are  by  and  large  sUU  effective  as  an 
instrument  for  mobilization,  particularly  in 
the  rural  areas.  In  addition,  the  military'  in- 
volvement on  behalf  of  Golkar  cannot  be 
discounted,  especially  when  the  electoral 
monitoring  system  is  weak. 

On  the  other  side  of  the  coin,  the  po- 
wer of  the  reformist  parties  is  still  insuffi- 
cient to  challenge  Golkar  without  a  strong 
coalition.  The  PDI  Perjuangan,  for  example, 
despite  its  strong  support  in  rural  areas 
evidenced  by  the  mushrooming  of  its  com- 
mand posts  ipos  komando  or  posko).  it  is 
not  clear  that  it  can  be  directly  translated 
into  the  ballot  box  in  favor  of  the  party. 
To  date,  the  overwhelming  support  to  the 
party  is  basically  still  depend  on  Mega- 
wati's pcrsonalit}'  and  Sockarno's  charisma, 
in  addition  to  the  prevalent  anti-establish- 
ment mood.  As  a  consequence,  the  PDI 
still  needs  to  expand  its  basis  of  support 
to  include  the  urban  middle  class  who  is 
more  pragmatic  in  its  political  orientation. 
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This  means  that  Megawati  and  her  team 
have  to  create  a  sound  platform  in  which 
economic  recovery  will  be  its  priority  in 
the  context  of  gradual  redemocratization. 

The  PKB  whose  support  relies  heavily 
on  the  nahdliyyin  (NU  members)  still  have 
to  come  up  with  more  adequate  mobil- 
ization strategies  to  expand  its  voters,  in- 
cluding improving  its  human  resources 
at  the  elite  level.  This  could  be  decisive 
because  NU  will  become  the  target  of  sev- 
eral parties  political  maneuvering  for  elec- 
tion. To  be  sure,  such  Islamic  parties  as 
the  PPP,  PKU,  and  PNU  whose  main  basis 
of  support  is  also  NU  will  be  competing 
with  the  PKB  both  on  Java  and  outside 
the  island.  But  even  Golkar  will  definitely 
target  the  nahdliyyins  voters,  especially  in 
the  predominantly  Muslim  areas  on  Java. 
Golkar  can  and  will  employ  its  networks 
of  the  Kyais  (traditional  Islamic  scholars) 
and  pesantrens  (traditional  Islamic  board- 
ing schools)  for  such  a  purpose  which, 
prior  to  the  demise  of  the  New  Order,  was 
quite  effective.  It  is  too  early,  therefore, 
to  predict  that  the  nahdliyyins  will  over- 
whelmingly support  the  PKB  outside  East 
and  Central  Java  provinces.  The  party  has 
to  seek  another  potential  support  from  out- 
side NU  and  even  Moslem  voters  who,  in 
my  opinion,  are  potentials.  This  is  partly 
the  reason  why  the  PKB  has  been  choosing 
Gus  Dur  as  its  Presidential  candidate  in 
the  election, 

Amicn  Rais  parly,  PAN,  is  still  struggling 
to  be  internally  united.  The  danger  of  fac- 
tionalism is  by  no  means  non-existent  de- 
spite the  efforts  to  portray  the  party  as  a 
modern,  non-sectarian  political  organiza- 
tion. The  fact  of  the  matter  is  that  there 
are  tensions  within  its  elite  between  those 


who  tend  to  use  Islam  and  those  are  more 
secular  in  orientation.  At  the  grass-roots 
level,  the  image  that  PAN  is  dominated 
by  the  members  of  Muhammadiyah  re- 
mains strong  which  could  hinders  its  ca- 
pacity to  accommodate  larger  segment  of 
social  groups.  On  top  of  that,  PAN  is 
still  heavily  dependent  upon  Amien  Rais 
popularity  which,  for  the  time  being,  is 
still  portrayed  as  the  most  outspoken 
leader  of  the  reformist  groups.  This  means 
that  PAN  still  has  to  work  for  expanding 
its  base  of  support  at  the  grass-roots  level 
if  it  wants  to  be  more  autonomous  and 
less  figure-oriented  party. 

Other  political  parties  such  as  PPP,  PBB, 
and  Partai  Keadilan  are,  theoretically,  not 
going  to  become  big  parties  after  the  elec- 
tion. The  exception  is  probably  the  PPP 
which  could  have  strong  support  outside 
Java  areas  such  as  Kalimantan  Selatan,  Jam- 
bi,  and  Aceh.  However,  it  seems  to  be  dif- 
ficult for  the  party  to  compete  with  the 
PKB  and  the  PDI  Peijuangan. 

Based  on  the  above  political  mapping, 
one  can  pinpoint  the  possible  presidential 
candidates  in  the  election.  Golkar  is  like- 
ly to  support  Mr.  Habibie  as  its  fourth 
Presidential  candidate.  However,  there  is 
an  open  possibility  that  Mr.  Adi  Sasono, 
the  Minister  of  Cooperatives,  and  Medium 
and  Small  Enterprises,  as  well  as  Mr.  Ak- 
bar  Tandjung,  the  Chairman  of  Golkar  and 
Minister  of  Stale  Secretary,  could  also  be- 
come Golkar's  alternatives.  Outside  Golkar, 
Megawati,  Gus  Dur.  Amicn  Rais  arc  the 
Presidential  hopeful  from  the  PDI,  PKB, 
and  PAN.  The  candidates  of  Vice  President 
are  General  Wiranto  and  Sri  Sultan  Ha- 
mengkubuwono  X,  who  seem  to  have  strong 
support  from  Golkar  and  PKB  respective- 
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ly.  There  is  still  no  name  from  both  the 
PDI  Perjuangan  and  PAN  for  their  can- 
didates for  Vice  President. 

In  order  for  Golkar  to  go  smoothly  with 
the  scenario,  it  is  possible  that  it  would 
forge  an  alliance  with  Islamic  parties  and 
obtain  support  from  the  military.  The  former 
will  have  no  difficulty  in  supporting  Ha- 
bibie who  has  been  known  as  being  close 
with  ICMI.  The  latter  can  be  expected  to 
support  Habibie  if  only  because  of  being 
pragmatic.  However,  it  is  not  entirely  im- 
possible that  the  military  faction  will  wait 
and  carefully  analyze  the  development  of 
those  competing  parties.  What  is  clear  is 
the  political  support  from  the  military  which 
is  still  required  by  any  party  to  enable  it 
forming  the  new  government  after  the  elec- 
tion. Meanwhile,  there  is  no  choice  for  the 
reformist  parties  but  to  strengthen  their  co- 
alition to  win  the  election.  So  far,  except 
the  existing  loose  alliance  between  the  PDI 
and  PKB,  there  has  been  no  clear  signal 
that  such  a  formal  coalition  will  emerge  soon. 

Conclusion 

After  more  than  nine  months  of  Soe- 
harto  resignation  and  the  ongoing  stniggle 
of  reform,  one  has  to  acknowledge  that  in 
Indonesia  the  democracy  is  hardly  around 
the  corner.  On  the  contrary,  it  seems  that 
the  cry  for  total  reform  demanded  by  the 
students  and  the  pro-democracy  activists 
has  been  rapidly  losing  ground  once  the 
so-called  transitional  government  under 
Mr.  Habibie  is  soon  able  to  consolidate  it- 
self amidst  the  internal  rift  among  its  po- 
litical rivals.  One  could  argue  (hat  it  is  a 
clear  message  for  the  Indonesian  people 
that  the  old  regime  has  been  gradually, 
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but  Vigorously,  returning  in  the  political 
scene.  The  reformists,  on  the  other  hand 
are  m  the  defensive  position,  unable  to 
challenge  the  new  regime. 

At  the  same  time,  the  country  has  also 
been  witnessing  the  rapid  breakdown  of 
the  social  and  political  fabrics  in  the  so- 
ciety unprecedented  before.  The  prolifera- 
tion of  horizontal  conflicts  in  the  forms  of 
religious  and  ethnic  disturbances  through- 
out the  country  has  created  fear  among 
many  people.  They  see  that  as  the  riot  flared 
and  the  bm-ning  of  churches  and  mosques 
widespread,  the  security  apparatuses  are 
nowhere  to  be  found  or  capable  of  mitig- 
ating the  destniction.  Small  wonder,  as  the 
carnage  taking  place  in  Ambon,  Ace'h,  Pon- 
tianak,  Poso,  Kupang,  and  Ketapang,  many 
believe  that  they  are  nothing  but  a  po- 
litical engineering  created  by  certain  po- 
litical forces  who  oppose  the  reform.  The 
Panji  Masyarakat  (No.  43,  Febniary,  1999). 
a  Jakarta  based  Islamic  magazine,  for  in- 
stance, has  gone  so  far  as  to  argue  that 
the  current  ethno-religious  conflicts  have 
been  engineered  by  what  it  calls  "the 
Great  Provocateur"  to  foment  social  and 
political  instability  whose  ultimate  goal  it 
IS  the  call  for  an  emergency  situation.  This, 
the  argument  goes,  will  cause  the  cancel- 
lation of  the  election  and  the  establishment 
of  a  transitional  government. 

Outrageous  it  may  sound,  such  a  specu- 
lation has  been  rampant  in  the  discourse 
and  practices  of  Indonesian  politics  today, 
which  indicates  that  the  intended  reform 
is  anything  but  accomplished.  The  fact  re- 
mains that  the  legacy  of  the  old  regime  is 
still  looming  large  in  Indonesian  politics 
and  the  pro-democracy  activists  are  still 
unable  to  proceed  with  its  own  agenda 
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like  in  other  countries  in  Eastern  Europe  or 
neighboring  countries  of  Thailand  and  the 
Philippines.  The  best  one  can  expect  for 
the  democracy  to  evolve  in  Indonesia  is 
a  gradual  process  starting  with  the  re- 
formists' concerted  action  to  pave  the  way 
for  a  long  term  struggle. 

In  this  context  of  gradual  redemocrat- 
ization,  the  coming  election  in  June  will  be 
pivotal,  since  it  will  become  the  first  fun- 
damental step  to  establish  its  foundation. 
For  if  the  pro-status  quo  is  prevailing  in 
the  election,  there  is  strong  possibility  that 
an  authoritarian  regime  is  going  to  be  in 
place  again.  And  yet,  the  nation  cannot 
afford  such  a  political  development  for 
some  obvious  reasons.  First,  the  return  of 
an  authoritarian  regime  will  be  plagued 
with  problem  of  legitimacy,  making  it  im- 
possible for  it  to  solve  the  political  and 
economic  crisis.  Second,  under  an  author- 
itarian regime  there  will  be  further  break- 
down in  society  which  poses  threat  to  the 
national  integration,  particularly  in  those 
regions  where  the  demand  for  autonomy 
is  increasing  such  as  Irian  Jaya,  Aceh,  East 
Kalimantan,  and  North  Sulawesi.  Third, 
there  will  be  immense  pressure  from  the 
international  community,  particularly  the 
donor  countries  and  institutions,  toward 
democratization  in  Indonesia.  This  pressure 
will  weaken  the  regime  and  open  to  po- 
litical conflicts  both  at  the  elite  and  grass- 
roots levels.  And  finally,  an  authoritarian 
regime  will  be  forced  to  face  resistance 
from  society,  particularly  those  had  experi- 
enced marginali/ation  and  dcpoliticization 
in  the  past.  This  will  bring  into  the  reap- 
pearance of  struggle  for  reform  not  unlike 
the  previous  one  in  May  1998. 


Based  on  the  above  analysis,  the  elec- 
tion can  be  seen  as  the  only  viable  way 
for  the  nation  to  be  able  to  solve  its  prob- 
lems. Only  through  a  fair  and  honest  elec- 
tion do  the  pro-reform  groups  have  an 
opportunity  to  form  a  new  government 
whose  legitimacy  is  strong  enough  and, 
therefore,  capable  of  restoring  confidence 
both  form  inside  and  outside  the  country. 
To  facilitate  such  an  election,  there  are 
several  efforts  that  have  to  be  done.  The 
first  and  foremost,  is  strengthening  the 
monitoring  system  which,  arguably,  would 
prevent  manipulative  tactics  like  in  the 
past  from  repeating.  This  is  especially  true 
in  the  remote  areas  where  such  practices 
as  vote  rigging,  intimidation  of  local  wit- 
nesses, and  other  manipulations  tend  to 
happen  unchecked.  Second,  is  working  to- 
gether with  members  of  civil  society  such 
as  the  NGOs  and  other  social  organiza- 
tions to  educate  the  voters,  particularly  in- 
creasing their  political  awareness  about 
the  importance  of  the  election  for  the  fii- 
ture  democratization.  The  third,  is  estab- 
lishing networks  with  international  bodies, 
especially  the  UN,  to  obtain  expertise  sup- 
port system  aimed  at  monitoring  the  elec- 
tion. In  this  respect,  both  governments  and 
non-governmental  agencies  should  be  in- 
volved in  monitoring  the  election  in  Indo- 
nesia and  they  should  have  the  power  to 
evaluate  the  process  whether  or  not  it  has 
been  conducted  according  to  the  existing 
international  standards.  Their  recommenda- 
tions should  be  used  to  determine  the  cred- 
ibility of  the  outcome  of  the  election,  in- 
cluding the  new  government  which  will 
be  given  the  mandate  by  the  Indonesian 
people. 
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Introduction 

MANY  books  have  been  written 
about  the  drama  of  individual 
hostage  situations  and  also  a 
number  of  books  and  pamphlets  have  been 
published  examining  how  hostage  nego- 
tiations should  be  conducted.'    In  particu- 
lar much  guidance  is  offered  by  Scotland 
Yard  which  have  responsibility  in  the  UK 
for  this  area,  in  particular  they  can  train 
hostage  negotiators  and  can  send  advisors 
overseas.  However,  nothing  can  fully  pre- 
pare a  person  for  handling  the  real  thing 
including  dealing  with  the  media.  Over 
the  last  twenty  years  we  have  witnessed 
many  dramas  and  tragedies  enacted  on 
our  television  screens  and  we  sometimes 
forget  the  extraordinary  effect  the  media 
can  play  on  the  negotiation  process  and 
the  final  outcome  of  a  hostage  incident. 


Th  crc  arc  clearly  methodological  limits  on  the 
overall  lessons  to  be  learned  from  a  particular  case. 
Thus  this  work  seeks  primarily  to  generate  hypo- 
theses which  can  be  evaluated  and  refined  in  the 
light  of  further  study  of  additional  cases.  Much  of 
the  factual  data  in  this  case  was  derived  from  the 
author's  personal  observation  as  a  participant  in 
efforts  to  protect  and  free  the  hostages. 

'Alastair  MacWillson,  Hostage-Taking  Terror- 
ism (New  York:  MacMillan.  1992). 


In  a  lecture  in  1988,  Lord  Chalfonl 
stated:  "Before  we  can  fight  terrorism  ef- 
fectively, we  have  to  establish  a  sympath- 
etic and  supportive  climate  of  public  opin- 
ion. One  of  the  principal  instruments  in 
achieving  this  ought  to  be  the  fi-ee  press 
and  communications  media  of  the  West. 
The  depressing  fact,  however,  is  that  news- 
papers, radio,  and  television  have  probably 
done  more  than  the  terrorist  organizations 
themselves  to  make  organized  political  viol- 
ence glamorous  and  successfiil.  He  went 
on  to  say:  "The  press  and  other  commun- 
ications media  of  the  free  world  should, 
as  a  matter  of  great  urgenc}',  reexamine 
their  attitudes  to  subversion  and  interna- 
tional terrorism.  They  should  realise  that 
their  freedom  is  conditional  upon  the 
larger  freedom  of  the  society  in  which 
they  exist;  when  the  larger  freedom  is  de- 
stroyed, their  own  will  disappear  with 
it.  This  caution  is  not  meant  to  suggest 
that  news  of  terrorist  activities  should 
not  be  reported  but  that    the  incidents 
should  be  reported  coldly,  factually,  and 
deprived  of  their  excitement  and  glam- 
our".^ 


Lecture  given  by  The  Right  Honorable  Lord 
Chalfonf  OBE  MC  given  at  Wilton  Park  in  1988. 
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Although  hostages  are  seized  for  many 
reasons,  the  following  discussion  is  fo- 
cused on  the  taking  of  hostages  for  po- 
litical purposes.  Very  often  the  whole  pur- 
pose of  the  hostage  taking  is  to  gain 
world  attention  and  possibly  recognition 
for  a  political  cause  or  to  draw  attention 
to  a  grievance  or  injustice.  Although  an 
act  of  hostage  taking  can  never  be  con- 
doned, the  actual  causes  that  led  to  the 
taking  of  the  hostages  in  the  first  place 
may  be  very  just  and  compelling. 

The  discussion  is  based  on  the  writer's 
experience  during  the  Irian  Jaya  hostage 
crisis  taking  place  on  8  January  -  15  May 
1996.  The  writer  spent  four  and  a  half 
months  in  the  heart  of  Irian  Jaya  working 
with  the  Indonesian  Special  Force  (KO- 
PASSUS) to  try  and  negotiate  the  release 
of  these  hostages.  This  essay  analyzes 
the  role  and  influence  of  the  media  and 
draws  conclusions  on  how  this  potent 
force  can  be  harnessed  to  best  effect.  From 
the  outset  the  world  media  were  ever  pres- 
ent and  coloured  all  planning.  It  was 
soon  realized  that  if  the  media  were  not 
controlled  in  a  careful  and  constructive 
manner,  the  hostages'  lives  could  easily 
be  put  in  peril. 

Irian  Jaya  Hostage  Crisis  1996  — 
Outline  of  the  Facts 

In  1995  a  Cambridge  University  team, 
led  by  Daniel  Start,  made  plans  to  visit 
the  very  remote  and  largely  unexplored 
(and  unmapped)  region  of  Lorentz  in  the 
Indonesian  province  of  Irian  Jaya.  Their 
purpose  was  to  record  the  ecology  and 
biological  diversity  of  this  great  tract  of 
tropical  rain  forest.  The  region  of  Lorentz 


lies  to  the  south  of  the  great  dividing 
range  of  Irian  and  to  the  east  of  the  huge 
copper  mine  of  Freeporl  which  is  situated 
to  the  North  of  the  town  of  Timika  at  a 
place  called  Tembagapura.  After  much  ne- 
gotiation, the  Indonesian  Government 
agreed  to  allow  the  expedition  to  go  ahead 
on  a  joint  basis  with  an  equal  number  of 
Indonesian  students  that  had  studied  at 
Jakarta  University.  The  expedition  con- 
sisted of  11  fiill  members  with  at  least  an- 
other 23  locally  co-opted  members  to  help 
with  the  language,  logistics  and  load  car- 
rying. The  expedition  was  planned  for  3 
months  between  October  1995  and  Janu- 
ary 1996.  A  fiill  account  of  this  gripping 
story  may  be  read  in  Daniel  Start's  book 
"The  Open  Cage".^ 

By  way  of  background  it  is  necessary 
to  explain  that  the  huge  copper  mine 
at  Tembagapura  is  the  largest  open  cast 
mine  in  the  world  where  almost  a  com- 
plete moimtain  has  been  excavated  to  re- 
move the  copper  and  gold.  The  mine  at 
Tembagapura  and  the  facilities  at  the  town 
of  Timika  provide  an  important  backdrop 
to.  the  hostage  crisis  which  took  place 
at  the  tiny  village  of  Mapenduma  about 
80  miles  to  the  east  in  the  jungles  of 
Lorentz.  Not  only  has  the  excavation  at 
Tembagapura  caused  a  terrible  blot  on 
the  landscape,  but  it  has  also  forced  the 
removal  of  the  indigenous  native  tribes 
of  the  area  without  compensation.  This 
has  caused  deep  resentment  amongst  the 
local  tribes,  particularly  the  Amiingmc 
people,  who  predominate  the  area.  Under- 
standably their  anger  was  primarily  built 


^Dan\c\  Start,  77?p  Open  Cage  (London:  Haiper 
Collins,  1997). 


84 


THE  INDONESIAN  QUARTERLY.  Vol.  XXVII/1999,  No.  1 


up  against  the  American  Mining  Company 
of  McRohan,  but  also  against  the  Indo- 
nesian Government  for  not  representing 
their  cause.  Since  nothing  was  done,  many 
tribal  people  started  to  make  protests  in 
the  only  way  that  they    knew,  that  is  by 
the  show  of  force  using  their  primitive 
spears  and  bows  and  arrows.  These  de- 
monstrations came  to  a  head  in  the  au- 
tumn of  1995  near  the  area  of  Timika. 
The  response  of  the  Indonesian  security 
forces  was  predictable.  Some  of  the  de- 
monstrators were  shot  and  others  im- 
prisoned and  interrogated/tortured.  Predict- 
ably this  only  fuelled  the  anger  and  frus- 
tration of  the  local  people  of  Irian  Jaya. 

On  8  January  1996,  twenty-two  host- 
ages were  taken  by  the  0PM  (Organisasi 
Papua  Merdeka/Papuan  Freedom  Organ- 
ization) in  the  remote  village  of  Mapen- 
duma  deep  in  the  middle  of  the  Lorentz 
tropical  rain  forest.  Over  the  coming  weeks 
many  of  the  local  hostages  were  released 
leaving  a  hard  core  of  four  British  stu- 
dents from  Cambridge  University  and  five 
Indonesian  students  from  Jakarta  Univer- 
sity. Two  Dutch  workers  (with  the  WWF 
and  UNESCO)  and  one  German  (also  with 
WWF)  were  also  taken  captive,  as  they 
happened  to  be  visiting  the  area  at  the 
time.  The  Dutch  UNESCO  woman  (Martha 
Klien)  was  three  months  pregnant.  The 
leaders  of  the  0PM  had  been  advised 
(possibly  by  a  journalist)  that  taking  for- 
eign hostages  would  help  to  gain  world 
recognition  and  support  for  their  cause. 
The  primary  cause  was  to  gain  compensa- 
tion for  their  loss  of  tribal  land,  how- 
ever behind  this  was  the  overall  political 
aim  of  gaining  independence  for  Irian 
Jaya  and  separation  from  Indonesia.  The 


intention  was  to  create  a  United  Papuan 
State  (united  with  Papua  New  Guinea). 

Over  the  ensuing  four  months  every 
possible  effort  was  made  to  gain  the  re- 
lease of  the  hostages  by  negotiation,  first- 
ly by  using  Christian  missionaries  (who 
spoke  the  local  language  and  were  well 
known  and  trusted  by  many  of  the  host- 
age takers)  and  latterly  by  the  Red  Cross 
(ICRC).  Initially  there  was  some  success 
with  the  release  of  the  German  hostage 
(Frank  Momberg)  and  a  few  of  the  local 
Irianese  tribespeople.  However,  the  mis- 
sionary effort  eventually  failed  largely  be- 
cause the  principal  missionary  involved 
acted  in  an  independent  (and  uncontrol- 
led) way  which  ultimetly  led  to  a  break- 
down of  trust.  An  angered  and  frighten- 
ed 0PM  leadership  took  immediate  flight 
into  the  jungle  with  the  hostages.  It  took 
several  weeks  to  locate  them  again  and  to 
restore  communications.  Once  negotiations 
were  re-established,  the  0PM  asked  for 
the  Red  Cross  to  negotiate  on  their  be- 
half, which  was  duly  sanctioned  by  the 
Indonesian  Government.  After  weeks  of 
negotiation  the  0PM  (under  the  leader- 
ship of  Kelly  Kwalik)  agreed  to  release 
the  hostages  subject  to  various  agreed 
safeguards.  By  this  time  some  of  the  host- 
ages were  in  a  very  bad  state  of  health 
and  the  Dutch  woman  was  seven  months 
pregnant. 

The  final  phases  of  the  negotiation 
process  were  conducted  in  a  very  sen- 
sitive manner.  Kelly  Kwalik  (the  leader 
of  the  0PM  hostage  takers)  needed  to 
be  reassured  that  the  international  leader- 
ship of  the  0PM  was  supportive  of  his 
terms  for  a  negotiated  release  of  the  host- 
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ages.  He  had  already  received  letters  from 
all  the  principal  NGOs  requesting  that 
the  hostages  must  be  released  as  a  pre- 
condition to  any  support  that  they  might 
give  to  the  0PM  over  legitimate  griev- 
ances. The  Pope  had  also  personally 
written  to  Kelly  Kwalik  urging  him  as  a 
Christian  to  release  the  hostages.  The  oldest 
and  most  widely  respected  0PM  leader 
was  Moses  Wira  who  now  lived  as  an 
exile  in  PNG.  It  was  important  for  the 
negotiators  to  elicit  his  support  to  urge 
Kelly  Kwalik  to  free  the  hostages.  Not 
only  would  Moses  Wira  need  to  sign 
letter  outlining  his  feelings  and  policy 
on  the  matter,  but  also  his  statement 
needed  to  be  videoed  "on  record"  so 
Kelly  Kwalik  would  know  that  it  was  not 
a  fake.  A  letter  could  always  have  been 
forged. 

To  this  end  the  media  were  general- 
ly very  helpful  and  Moses  Wira's  voice 
was  heard  by  Kelly  Kwalik  over  a  number 
of  international  radio  programmes.  The 
Red  Cross  also  showed  Kelly  Kwalik  the 
original  video  of  their  discussion  with 
Moses  Wira.  This  had  a  most  positive 
and  helpful  effect  and  was  a  key  factor 
in  convincing  Kelly  Kwalik  that  a  grand 
release  ceremony  should  be  arranged  in 
the  form  of  a  pig  feast,  to  which  repres- 
entatives of  all  the  involved  foreign  gov- 
ernments (i.e.  UK  and  the  Netherlands) 
should  be  invited,  together  with  NGOs 
and  the  media.  Kelly  Kwalik  would  be 
given  the  opportunity  to  make  a  speech 
for  the  benefit  of  the  world  media  so 
that  his  demands  and  grievances  could  be 
made  public.  The  Indonesian  Government 
had  agreed  that  when  the  crisis  ended, 
the  International  Red  Cross  should  be 


allowed  to  set  up  an  office  in  Irian  Jaya 
to  represent  the  interests  of  the  tribal 
peoples  and  to  keep  watch  and  report 
about  allegations  of  human  rights  viol- 
ations. It  was  also  agreed  that  Kelly  Kwa- 
lik and  his  men  should  be  given  safe  quar- 
ter to  escape  back  into  the  jungle  again 
and  ABRI  (The  Indonesian  Armed  Forces) 
would  not  give  chase  for  an  agreed  period 
of  time.  Everything  was  agreed  and  ar- 
ranged accordingly  and  the  pig  feast 
went  ahead  on  8  May  1996.  The  media 
were  present  and  the  grand  ceremony 
was  recorded,  but  alas  the  release  went 
badly  wrong.  Kelly  Kwalik  believed  that 
he  was  being  duped  by  the  military  and 
even  by  his  own  0PM  political  sup- 
porters like  Moses  Wira.  He  claimed  that 
the  spirits  had  spoken  to  him  in  his 
dreams  and  told  him  not  to  release  the 
hostages  until  Irian  Jaya  was  given  full 
independece  from  Indonesia.  The  cere- 
mony had  all  the  hallmarks  of  a  war 
dance  and  the  speech  was  a  demented 
tirade  of  abuse  against  the  Indonesian 
government,  the  Indonesian  Armed  Forces, 
the  foreign  governments  and  the  media 
who  had  failed  to  produce  the  results  that 
he  had  been  led  to  believe  would  happen. 
After  an  hour  of  screaming  rhetoric  Kwalik 
and  his  warriors  grabbed  the  terrified  host- 
ages and  disappeared  once  again  into  the 
jungle.  There  was  now  nothing  that  any- 
one, let  alone  the  media,  could  do  to  re- 
deem the  situation  in  a  negotiated  way. 

After  the  Pig  Feast  drama  and  the 
failure  of  Kelly  Kwalik  to  honour  his  pro- 
mise there  was  no  alternative  to  military 
action.  The  lives  of  the  hostages  were  se- 
riously at  risk  and  some  would  die  any- 
way through  illness  (all  of  them  had  ma- 
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laria,  one  was  seven  months  pregnant  and 
one  was  critically  ill).  The  military  option 
was  very  much  a  last  resort  for  Major 
General  Prabowo,  the  KOPASSUS  Com- 
mander, who  had  always  hoped  for  a  satis- 
factory negotiated  solution.  Many  hard 
line  Indonesian  generals  and  politicians  had 
constantly  been  putting  pressure  on  him 
to  get  the  thing  over  quickly  with  a  milit- 
ary assault.  Unfortunately  some  of  these 
senior  officers  considered  themselves  jus- 
tified when  at  the  end  of  the  day  military 
action  had  to  be  used  after  the  failure  of 
negotiation.  Despite  all  the  pressure,  Gen- 
eral Prabowo  stuck  to  his  principles  and 
negotiation  was  given  every  chance  to 
succeed.  It  was  therefore  a  great  tragedy 
that  military  action  had  to  be  used  as  it 
created  the  wrong  message  in  the  minds 
of  some  senior  officers  who  still  believed 
that  negotiations  were  time  consuming, 
unproductive,  expensive  and  tended  to  en- 
courage more  hostage  taking.  It  was  very 
fortunate  that  the  key  Indonesians  in- 
volved with  the  crisis  management  on  the 
ground  did  not  support  this  view. 

The  military  operation  was  a  partial 
success.  Suffice  it  to  say  that  all  the  British 
and  Dutch  hostages  were  rescued.  Sadly 
two  of  the  Indonesian  hostages  were  de- 
liberately slain  by  their  captors  before  the 
security  forces  could  get  to  them.  Milit- 
ary, KOPASSUS  tried  very  hard  to  get  it 
right,  but  were  frustrated  by  a  series  of 
misfortunes.  In  the  first  place  some  of 
their  key  officers  and  men  were  tragical- 
ly shot  dead  in  Timika  in  April  1996  (by  a 
soldier  who  ran  amok)  so  they  had  to  re- 
form and  retrain  their  assault  team.  Sec- 
ondly the  difficulty  of  mounting  an  as- 
sault in  such  dense  prccipitivc  jungle 


should  not  be  underestimated.  The  initial 
assault  failed  with  further  loss  of  life. 
Eventually  on  the  15  May  1996  the  0PM 
gang  with  the  hostages  ran  into  the  cor- 
don of  troops  and  all  of  the  hostages 
were  rescued  with  the  sad  exception  of 
the  two  Indonesians.  The  hostages  and 
the  United  Kingdom  should  be  genuinely 
grateful  for  the  support  given  by  the  In- 
donesian Armed  Forces  in  securing  the 
release  of  the  hostages.  Indeed  the  British 
Government,  through  the  British  Ambas- 
sador, was  quick  to  give  credit  to  the  ef- 
forts of  the  Indonesian  Government  for 
the  part  that  they  and  ABRI  had  played 
to  secure  the  release  of  the  hostages."* 


The  Root  of  the  Problem  and  the 
Media  Involvement 

Although  the  evidence  is  circumstan- 
tial, it  is  possible  that  the  idea  of  taking 
the  hostages  was  first  suggested  to  the 
0PM  by  a  journalist.  The  0PM  for  the 
most  part  are  made  up  of  tribal  people 
who  are  brought  up  in  Stone  Age  villa- 
ges and  have  little  or  no  education.  The 
local  leaders  ~  Kelly  Kwalik  and  Daniel 
Kagoya  ~  had  received  some  missionary 
education,  but  their  thoughts  were  dom- 
inated as  much  by  tribal  superstition  as 
by  the  politics  of  the  cause  they  cham- 
pioned. They  were  full  of  vengeance  be- 
cause many  members  of  their  families  had 
been  murdered  and  interrogated,  and  their 
tribal  lands  had  been  taken  away  without 
any  form  of  agreement  or  recompense.  In 
their  anger  and  frustration  with  the  Frec- 


Statcmcnt  made  by  British  Ambassador  on  18 
May  1996  in  Jakarta. 
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port  mine  and  the  Indonesian  Government, 
they  immediately  saw  the  merit  of  taking 
hostages.  They  believed  that  it  would  have 
the  double  effect  of  causing  maximum  em- 
barrassment to  the  authorities  as  well  as 
giving  worldwide  media  exposure  for  the 
cause  they  so  dearly  espoused.  The  oppor- 
tunity to  take  Western  hostages  from  dif- 
ferent countries  was  too  good  to  miss,  es- 
pecially since  they  were  very  conveniently 
situated  in  a  jungle  village  next  door  to 
their  main  operating  base.  Even  more  con- 
veniently, amongst  the  Lorentz  expedition 
members  were  some  other  visitors  from 
sympathetic  NGO's  including  UNESCO  and 
WWF  who  just  happened  to  be  visiting 
at  the  time.  This  could  attract  even  more 
publicity  as  other  western  governments 
would  be  involved. 

A  meeting  had  been  arranged  in  the 
village  of  Mapenduma  on  8  January  1996 
so  that  the  WWF  and  UNESCO  represent- 
atives could  discuss  with  the  local  people 
a  number  of  contentious  political  issues  in- 
cluding agroforestry,  different  cropping  re- 
gimes, improving  market  access,  and  land 
rights.  According  to  Daniel  Start  (the  leader 
of  the  British  Cambridge  University  team), 
he  noted  with  interest  the  direction  the 
NGO's  work  was  taking  them.  Although 
they  were  biologically  aware,  they  saw 
themselves  as  being  "developers"  in  that 
they  saw  their  role  as  helping  to  save  the 
people  of  the  area  as  much  as  the  ecology. 
The  WWF  workers  talked  candidly  in  front 
of  the  Indonesian  members  of  the  expedi- 
tion that  many  areas  of  Irian  were  no  go 
areas  for  Indonesians,  especially  the  Ja- 
vanese. This  obviously  did  no  good  for 
Joint  Indonesian-British  team  spirit!  Their 
obvious  WWF  antipathy  towards  the  In- 


donesians just  added  to  the  0PM 's  belief 
that  their  cause  was  just  and  that  the  tak- 
ing of  hostages  was  a  totally  legitimate 
course  of  action.  The  WWF's  involvement 
in  this  meeting  only  added  to  the  unfor- 
tunate belief  of  the  Indonesian  Govern- 
ment (and  their  Armed  forces)  that  NGOs 
stir  up  unnecessary  trouble  which  oftens 
to  bloodshed. 

At  the  end  of  the  meeting  on  8  January 
1996,  the  whole  village  of  Mapenduma  was 
surrounded  by  aggressive  0PM  warriors 
in  full  war  paint  and  armed  with  spears, 
bows  and  arrows  and  a  few  firearms.  Their 
leader,  Daniel  Kagoya,  was  clearly  well 
aware  of  what  was  happening  at  the  meet- 
ing and  who  would  be  present.  It  would 
seem  that  he  had  been  instructed  to  take 
captive  everyone  at  the  meeting,  including 
the  Westerners,  and  then  to  start  the  bar- 
gaining process  once  the  attention  of  the 
world's  media  had  been  attracted.  It  must 
have  been  a  terrifying  ordeal  for  the  host- 
ages, as  the  very  excitable  tribal  warriors 
did  not  really  understand  how  they  should 
treat  the  hostages.  Many  most  probably 
felt  that  hostages  were  expendable  and 
certainly  did  not  have  right  to  the  very 
limited  stocks  of  local  food.  It  is  also  pos- 
sible that  some  of  the  tribesmen  felt  that, 
in  accordance  with  tribal  traditions,  some 
of  the  hostages  lives  were  expendable  and 
should  be  sacrificed  -  at  least  the  hostages 
were  understandably  terrified  that  they 
might  be  slain  and  eaten.  Hence  when  the 
news  got  out  there  was  terrific  media  in- 
terest as  the  story  had  all  the  hallmarks  of 
tragedy  and  bloodshed. 

Eventually  the  overexcited  warriors 
calmed  down  and  the  Missionary  Aviation 
Fellowship  (MAP)  picked  up  a  radio  trans- 
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mission  that  western  and  local  hostages 
were  being  held  in  Mapenduma  by  the  0PM. 
Within  24  hours  a  contingent  of  about  200 
Indonesian  Special  Forces  (KOPASSUS), 
and  their  leader.  Major  General  Prabowo 
flew  the  2500  miles  from  Jakarta  to  Wa- 
mena  in  the  Central  Highlands  of  Irian  Ja- 
ya.  Representatives  of  the  media  were  also 
homing  in  on  Irian  Jaya,  anxious  for  a 
dramatic  story.  The  iimnediate  problem  was 
that  early  media  stories  also  mentioned 
the  presence  of  the  much  feared  Indonesian 
Special  Forces,  and  this  news  soon  got 
through  to  the  hostage  takers  who  were 
diligently  listening  to  their  radios. 

The  Demands  of  the  OPM 

Initial  contact  with  the  hostage  takers 
was  made  through  a  local  missionary  who 
knew  them  personally  and  spoke  their 
local  language.  The  leader  of  the  hostage 
takers  was  Daniel  Kagoya  who  was  acting 
on  behalf  of  the  OPM  Area  Commander, 
Kelly  Kwalik.  Although  Daniel  very  pas- 
sionately believed  in  the  OPM  cause,  he 
was  a  reasonable  Christian  man  who  did 
not  really  like  taking  hostages  and  was 
keen  to  negotiate  for  their  release,  pro- 
vided that  good  publicity  could  be  gain- 
ed. However  Kelly  Kwalik  (the  OPM  area 
Commander  who  was  some  distance  away) 
was  a  very  hard  and  embittered  man  who 
would  rather  sacrifice  the  hostages  than 
give  way  over  the  demands  that  he  made. 
In  essence  he  was  demanding  independ- 
ence from  Indonesia  and  freedom  for  the 
Papuan  people.  Beyond  this,  he  envisaged 
a  union  with  Papua  New  Guinea,  thus  creat- 
ing a  United  States  of  Papua.  Of  course  his 
request  would  never  be  acceptable  to  Pres- 


ident Soeharto  and  the  Indonesian  Govern- 
ment. Irian  Jaya,  along  with  Timor  and  Aceh, 
were  all  provinces  of  Indonesia,  which  had 
been  hard,  won.  Also  there  was  no  way 
that  President  Soeharto  would  have  given 
way  to  terrorists  whilst  at  gun  was  being 
put  to  his  head.  Up  to  a  point,  the  Indo- 
nesian Government  were  prepared  to  listen 
to  the  grievances  that  were  made  and  were 
prepared  to  make  some  concessions  over 
local  political  representation  and  some  com- 
pensation for  tribal  lands  that  had  been 
taken  by  the  Freeport  mine.  They  were  also 
prepared  to  allow  the  OPM  to  use  the 
media  to  represent  their  demands.  As  far 
as  the  British  Government  was  concerned, 
they  were  most  anxious  that  a  negotiated 
settlement  could  be  reached  and  were  keen 
that  the  Indonesian  Armed  Forces  were 
not  tempted  to  make  a  secret  pre-emptive 
strike  against  the  hostage  takers.  So  the 
stage  was  set  for  a  protracted  iVi  month 
period  of  negotiation. 


Media  Irresponsibility  and  the 
Need  for  Strict  Control 

In  his  definitive  book,  "Hostage-Taking 
Terrorism",  Alastair  MacWillson  makes  the 
following  comment: 

"//  must  be  recognised  that  terrorist  and 
hostage  incidents,  however  remote,  will  at- 
tract the  media.  Contrvliing  the  media  docs 
mean  a  planned  and  prepared  government 
public  relations  policy,  as  well  as  the  re- 
sources to  handle  the  prrss  throughout  the 
incident.  This  in  turn  means  co-ordination  be- 
tween the  crisis  management  group  and  the 
incident  control  centre,  with  an  agreed  press 
line  and  regular  pre.^s  conferences  given  by 
a  spokesman  in  a  place  specially  set  aside 
for  .'!uch  a  purpose.  Controlling  the  media 
also  means  the  ability  to  place  a  cordon 
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around  the  incident  to  prevent  reporters  and 
press  cameramen  from  approaching  the 
stronghold.  If  the  government  can  be  suffi- 
ciently close  to  the  media  to  have  its  sup- 
port in  resolving  the  incident,  this  too  is 
an  important  factor". 

For  the  most  part  the  Indonesian  press 
and  television/radio  crews  were  under  the 
effective  control  of  the  Indonesian  Govern- 
ment and  could  be  counted  upon  to  report 
in  a  favourable  manner.  If  they  failed  to 
conform  or  if  they  chose  to  make  disloyal 
or  unhelpful  remarks  about  the  Govern- 
ment or  the  Armed  Forces  (e.g.  about  in- 
justice, corruption  or  nepotism),  then  they 
were  in  danger  of  having  their  licenses 
revoked  and  being  out  of  a  job.  In  Indone- 
sia there  is  no  social  security  and  such  a 
threat  has  a  very  sobering  and  salutary 
effect.  However  the  same  cannot  be  said 
for  western  journalists.  In  this  instance 
the  problem  for  the  most  part  came  from 
the  British  and  Australian  media.  For  ex- 
ample on  numerous  occasions  attempts 
were  made  to  hire  aircraft  to  fly  over  the 
area  of  jungle  where  the  hostages  were 
being  held.  One  light  aircraft  attempt  was 
successftil  and  two  helicopter  attempts  got 
close  to  the  area  in  question.  The  reader 
can  only  imagine  the  effect  of  this  on  the 
hostage  takers.  The  0PM  were  understand- 
ably terrified  that  this  was  either  a  recon- 
naissance by  the  Indonesian  Armed  Forces 
or  worse  still  an  attack  was  pending. 

Of  course  the  negotiation  team  had 
to  make  a  plan  especially  for  the  media.  It 
desperately  needed  their  assistance,  as  the 
hostage  takers  were  constantly  listening 
to  the  radio,  both  from  Indonesia  as  well 


MacWillson,  IJcitage-Taking  Terrorism  (New 
York:  MacMilian,  1992). 


as  from  Australia  and  the  World  Service  of 
the  BBC.  Accurate  radio  reports  were  re- 
quired to  reflect  that  everything  possible 
was  being  done  to  secure  the  release  of 
the  hostages  through  negotiation  and  that 
military  action  was  out  of  the  question 
whilst  the  negotiation  process  was  going 
on.  Also  a  5-kilometre  total  exclusion  zone 
had  been  established  around  the  area  were 
the  hostages  were  being  held  and  it  was 
desirable  that  the  rebels  knew  this.  The 
presence  of  the  military  cordon  around  the 
area  was  only  in  place  for  security  reasons 
to  ensure  that  no  other  unauthorized  people 
entered  into  the  area  (i.e.  to  stop  joiunal- 
ists  as  well  as  OPM  reinforcements  coming 
into  the  hostage  camp).  Very  early  it  be- 
came apparent  that  all  our  good  efforts  to 
negotiate  were  being  put  in  jeopardy  by 
irresponsible  members  of  the  media.  In 
reality  it  was  very  difficult  for  the  re- 
porters to  believe  that  military  action  would 
not  be  used  to  release  the  hostages.  In 
the  first  place  the  Indonesian  military  had 
a  history  of  pre-emptive  action  and  in 
the  second  place  when  journalists  visited 
places  like  Wamena  and  Timika  there  was 
a  good  deal  of  military  activity  going  on 
~  helicopters  buzzing  about  and  an  abund- 
ance of  troop  movement  and  training  on 
the  ground.  In  consequence,  despite  clear 
reassurances  to  the  contrary,  reports  went 
out  that  the  military  were  preparing  for  an 
imminent  assault.  Once  again  these  reports 
made  the  hostage  takers  increasingly  nerv- 
ous, regularly  put  the  hostage's  lives  in 
peril  and  impeded  the  negotiation  process. 

Indonesian  efforts  to  keep  the  media 
informed  of  how  things  were  progressing 
and  the  state  of  the  health  of  the  hostages, 
were  not  enough  to  make  a  worthwhile 
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Story.  The  next  thing  that  happened  was 
that,  despite  safeguards,  some  of  the  me- 
dia managed  to  break  into  the  radio  fre- 
quencies that  were  being  used  for  the  ne- 
gotiation process  and  they  regularly  lis- 
tened into  both  the  military  and  Mission- 
ary Aviation  Fellowship  (MAF)  network. 
As  can  be  imagined,  these  activities  gen- 
erated a  great  deal  of  speculative  and  gen- 
erally very  unhelpful  press  and  radio  news 
reports.^  The  problem  was  how  to  prevent 
this  kind  of  activity  and  more  generally 
how  to  control  the  media.  Should  they  be 
banned  altogether  thereby  denying  the 
publics'  much  quoted  "right  to  know"  and 
alienating  their  important  assistance  in  the 
negotiation  process?  Alternatively  should 
they  be  trusted  to  act  responsibly  which 
could  risk  the  lives  of  the  hostages  if  an 
irresponsible  journalist  broadcast  a  iriis- 
leading  or  threatening  report  that  was 
heard  by  the  hostage  takers?  Alan  Pro- 
theroe,  one  time  Assistant  Director  General 
of  the  BBC,  stated: 

"Reporting  terrorism  is  necessary.  Let  us 
make  a  clear  distinction  between  reporting 
the  consequences  (and  the  background)  of 
terrorism  and  the  advocacy  of  terrorism.  No 
one,  anywhere,  must  provide  an  open  plat- 
form or  an  unchallenged  opportunity  for 

7 

the  advocacy  of  terrorism". 

Of  course  most  respectable  media  organ- 
izations have  their  own  codes  of  conduct 
for  hostage  situations,  these  are  consider- 
ed by  the  media  to  be  an  adequate  "self  re- 


Thcsc  signals  were  being  monitored  from  sta- 
tions in  both  Australia  ond  Papua  New  Guinea  and 
then  transmitted  to  Austrolian  and  British  journal- 
ists in  Indonesia  and  Irian  Jaya. 

Alan  Protheroe,  "Terrorism,  Journalism  and 
Democracy:  The  UK  Perspective",  Terrorism  and 
the  Media  (1990). 


gulation".  A  set  of  general  guidelines 
adopted  by  The  Sun-Times  for  the  coverage 
of  terrorism  may  be  found  at  Annex  B. 

The  local  KOPASSUS  units  also  suf- 
fered from  misleading  information  being 
provided  by  some  ill-advised  or  ill-informed 
senior  members  of  the  Indonesian  Govern- 
ment and  Armed  Forces,  also  from  the  some 
of  the  NGOs.  For  example  at  the  height 
of  the  negotiation  process  a  senior  Indo- 
nesian at  a  press  conference  declared  that 
the  Special  Forces  were  all  ready  and  wait- 
ing to  bring  the  whole  thing  to  a  speedy 
conclusion.  In  a  way  this  was  true  because 
the  counter-hostage  team  had  to  be  im- 
mediately ready  at  all  times  to  cater  for 
all  kinds  of  emergencies,  for  example  if 
the  hostages  were  being  killed  off  and  an 
iimnediate  rescue  bid  had  to  be  mounted. 
However  this  was  not  the  reassuring  mes- 
sage that  we  wanted  to  give  to  the  host- 
age takers!  In  some  ways  misleading  and 
ill  informed  statements  made  by  senior 
and  respected  members  of  Government 
were  even  harder  to  control  than  the  re- 
porters on  our  doorstep,  who  then  wanted 
to  know  why  the  information  that  we  had 
given  them  was  wrong  or  misleading! 
Further  to  this  in  a  spirit  of  openness,  we 
found  that  the  Dutch  and  German  Govern- 
ments sometimes  released  untimely  in- 
formation which  put  pressure  on  the  British 
Government  to  do  the  same.  As  can  be  seen 
the  whole  information  area  was  a  minefield. 

Conclusions 

The  failure  to  secure  a  negotiated  set- 
tlement could  not  be  attributed  to  the  me- 
dia alone,  although  it  is  evident  that  Kelly 
Kwalik  was  led  to  believe  that  international 
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media  coverage  was  the  key  to  success 
in  achieving  his  goal  for  an  Independent 
Irian  Jaya.  It  is  unfortunate  that  Kwalik 
did  not  confine  himself  to  exposing  the 
genuine  human  rights  abuses  that  had 
been  suffered  by  his  people.  Had  he  done 
so,  it  would  have  attracted  the  widest  pos- 
sible attention  in  the  media  and  especial- 
ly amongst  those  NGOs  involved  in  hu- 
man rights  campaigning.  Unfortunately 
Kelly  Kwalik  was  not  only  a  very  bitter 
and  irrational  man;  he  also  harboured  am- 
bitions to  become  the  first  leader  of  a  free 
Papuan  state.  He  did  not  trust  the  Indo- 
nesian military  that  they  would  honour 
their  promises  of  safe  conduct  and  this 
played  on  his  mind.  By  breaking  his  word 
in  the  way  he  did,  Kwalik  totally  discredit- 
ed his  own  cause  in  the  eyes  of  the  author- 
ities and  also  all  those  organizations  that 
were  trying  to  help  him.  The  worst  aspect 
of  the  whole  crisis  was  the  mindless  and 
merciless  chopping  to  death,  by  Kwaliks' 
own  supporters,  of  two  of  the  innocent 
Indonesian  hostages  in  front  of  the  other 
hostages.  In  effect  they  were  guilty  of 
carrying  out  the  same  atrocities  that  they 
had  been  complaining  about  in  the  first 
place.  In  consequence  the  television  and 
press  coverage  gave  fair  credit  to  the  Indo- 
nesian Armed  Forces  and  condemnation  to 
Kelly  Kwalik  and  the  0PM  in  general.' 
This  was  a  public  relations  disaster  for 
his  own  people  and  it  had  the  reverse  ef- 
fect to  what  had  been  intended  in  the  first 
place.  Apart  from  the  lack  of  recognition 
for  his  cause,  the  other  tragic  consequence 
was  that  the  International  Red  Cross  was 


This  is  reflective  of  a  cross-section  of  articles 
taken  from  The  Jakarta  Post,  Angkalan  Bersenjata, 
Suara  Pemharuan,  The  Sunday  Times  (19  May  1996) 
and  The  Mail  on  Sunday  (26  May  1996). 


not  able  to  set  up  an  office  in  Irian  Jaya  ~ 
this  agreement  was  conditional  upon  the 
safe  handover  of  all  the  hostages.  The 
cause  of  the  tribal  peoples  and  especial- 
ly the  Amungme  people  has  therefore  suf- 
fered a  needless  and  cruel  set  back. 

The  role  of  the  media  (especially  the 
electronic  media)  was  central  to  all  that 
happened  during  the  hostages  crisis.  It 
was  a  key  ingredient  in  both  the  strategy 
of  the  hostage  takers  and  the  negotiation 
team  alike.  It  is  fair  to  say  that  without 
television  or  radio  the  crisis  would  never 
have  occurred  in  the  first  place.  The  whole 
purpose  of  the  0PM  was  to  use  the  me- 
dia to  bring  world  attention  to  their  cause. 
The  media  therefore  had  a  great  respons- 
ibility placed  upon  them,  which  in  many 
ways  was  unfair.  The  media  are  a  dispar- 
ate and  undisciplined  group  who  are  only 
accountable  to  their  own  editors  and  or- 
ganizations. Since  their  purpose  in  life  is 
to  sell  stories,  they  resent  control  as  this 
will  inevitably  spoil  a  good  story.  Once 
again  MacWillson  states: 

"//  is  impossible  to  control  the  press,  but 
the  aim  must  be  to  dissuade  them  from 
printing  adverse  stories  about  the  incident 
...  A  plan  will  need  to  be  formulated  and 
an  off  line  spokesman  appointed  and  brief- 
ed on  the  content  and  timing  of  carefully 
co-ordinated  press  releases  which  must  be 
tailored  to  the  requirements  of  the  negotiation 
situation.  Sensible,  disciplined  procedures  are 
needed  to  establish  liaison  with  the  press  and 

9 

to  retain  their  support  and  understanding". 

A  negotiation  team  must  therefore  tr>'  to 
control  the  media  because  irresponsible 
actions  and  false  stories  might  lead  to 
loss  of  life.  This  suggests  that  in  protract- 

'MacWillson.  ffoslaffe-Taking  Terrorism  (New 
York;  MacMillan,  1992). 
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ed  hostage  situations  such  as  that  in 
Irian  Jaya,  a  careful  media  plan  must  be 
drawn  up  and  should  include  the  fol- 
lowing features: 

1.  Regular  situation  reports  should  be 
given  to  media  representatives  every 
day  (in  writing)  together  with  a  short 
opportunity  to  ask  questions. 

2.  A  question  and  answer  brief  should  be 
prepared  for  the  press  officer  to  give 
out  at  the  media  briejBng. 

3.  The  actual  location  of  the  hostages  and 
the  hostage  takers  should  be  kept  secret 
at  all  costs,  even  if  this  involved  the 
release  of  negative  information. 

4.  A  total  exclusion  zone  must  be  estab- 
lished around  the  area  to  prevant  joiun- 
alists  or  television  crews  trekking  into 
the  area.  This  is  obviously  very  troop 
intensive. 

5.  An  air  exclusion  zone  also  needs  to  be 
estabhshed  in  the  area  to  prevent  journ- 
alists using  light  aircraft  to  get  near 
the  hostage  location.  Special  equipment 
is  needed  for  this  purpose. 

6.  The  location  of  the  actual  operational 
planning  room  and  troop  training  areas 
must  be  kept  secret.  This  might  involve 
the  setting  up  of  a  quite  separate  opera- 
tional centre  for  the  negotiation  team 
which  the  media  could  focus  onto. 

7.  The  problem  of  electronic  emissions  must 
be  addressed.  A  series  of  separate  radio 
nets  must  be  established  giving  secure 
communications. 


These  were  not  available  initially  during  the 
Irian  Jaya  operation  and  special  equipment  had  to 
be  purchased  to  ensure  the  media  could  not  eaves- 
drop on  what  was  happening. 


8.  In  the  unique  situation  in  Irian  Jaya 
where  there  were  no  adequate  hotels 
and  no  roads,  special  facilities  had  to 
be  established  to  cater  for  media  crews. 
This  included,  on  occasions,  the  provi- 
sion of  land  transport  and  helicopters 
to  carry  them  around. 

As  can  be  seen  from  the  above  list 
(which  is  far  from  exhaustive),  a  lot  of  time 
and  effort  and  money  had  to  be  spent  to 
cater  for  the  presence  of  the  media.  Never- 
theless it  was  considered  to  be  vitally  im- 
portant, as  the  success  of  the  operation  as 
well  as  the  hostages  lives  depended  upon 
the  outcome.  At  the  start  of  the  operation 
we  were  all  very  wary  of  the  media  and 
determined  to  keep  them  at  arms  length. 
However  this  was  a  bad  mistake  as  with- 
out any  proper  control  the  media  can  be 
extremely  dangerous  and  irresponsible.  We 
therefore  quickly  changed  our  plans  and 
procedures  to  harness  their  usefulness  and 
to  cater  for  their  needs. 

However  there  was  little  we  could  do 
about  the  misleading  reports  that  were 
sometimes  emanating  from  senior  members 
of  Government  and  by  the  NGOs.  These 
stories  could  be  very  dangerous  for  the 
hostages  as  well  as  destructive  in  our  re- 
lationship with  the  local  media,  who  usual- 
ly felt  angered  and  frustrated  that  we  had 
been  keeping  things  from  them.  As  can 
be  seen,  good  handling  of  the  media  is 
crucial  to  the  success  of  an  operation  of 
this  sort.  It  is  vital  that  a  clear  polic>'  is 
established  at  the  outset  and  a  detailed 
plan  is  drawn  up.  Therefore,  it  is  important 
that  key  members  of  the  police  and  armed 
forces  who  might  be  involved  in  such  con- 
tingencies, should  be  trained  to  deal  with 
the  media  in  a  constructive  and  profcs- 
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sional  manner.  To  get  things  wrong  could 
be  disastrous. 

With  regard  to  th  Government  and  the 
Media  the  words  of  Richard  Clutterbuck 
are  still  very  apt: 

''Part  of  the  solution  lies  in  the  government 
and  the  media  ensuring  that  people  never 
become  resigned  to  terrorism,  or  lose  their 
revulsion  against  terrorists.  This  requires  a 
balance  in  presentation  of  the  news,  which 
is  most  healthy  if  it  can  be  achieved  volun- 
tarily by  the  editors  (press  and  broadcasting) 
submitting  themselves  to  control  by  their 
own  established  review  body.  This  can  be 
encouraged  by  making  sure  that  the  revul- 
sion against  terrorism  taints  the  image  of 
anyone  in  the  media  who  supports  it  or 
fails  to  co-operate  in  defeating  if\ 


ANNEX  A 

List  of  Hostages  Taken  by  the  OPM  in  Irian 
Jaya  on  8  January  1998 


Daniel  Start 


Ola  Wandikbo 


Indonesian  with  child 
released  in  February  1 996 


William  Oates 

Annette  Van 
der  Kolk 

Anna  Mclvor 


British  from  Cambridge 
University 

British  from  Cambridge 
University 

British  from  Cambridge 
University 

British  from  Cambridge 
University 

Frank  Momberg        German  from  WWF  released 
in  early  (January  1 996) 

Mark  Van  der  Wal     Dutch  from  WWF 

Martha  Klein  Dutch  from  UNESCO 

Navy  Panekenan       Indonesian  from  the  Bio- 
logical Science  Club  Jakarta 

Adinda  Saraswati  Indonesian  team  member 

Jualita  Tanasale  Indonesian  team  member 

Markiis  Warip  Indonesian  team  member 

Mattheis  I^samahu  Indonesian  team  member 

Jakobus  Wandikbo  Indonesian  team  member 


ANNEX  B 

The  Sun-Times  and  Daily  News  Standards 
for  Coverage  of  Terrorism 

1.  Normal  tests  of  news  judgement  will  deter- 
mine what  to  publish  despite  the  dangers 
of  contagion,  since  the  adverse  effects  of 
suppression  are  greater. 

2.  Coverage  should  be  thoughtful  and  restrain- 
ed and  not  sensationalized  beyond  the  in- 
nate sensation  of  the  story  itself  Inflam- 
matory catchwords,  phrases,  and  rumours 
should  be  avoided. 

3.  Demands  of  terrorists  and  kidnappers  should 
be  reported  as  an  essential  point  of  the  storj' 
but  paraphrased  when  necessary  to  avoid 
unbridled  propaganda. 

4.  Reporters  should  avoid  actions  that  would 
further  jeopardize  the  lives  of  hostages  or 
police. 

5.  Reporters  should  obey  all  police  instructions 
but  report  iimnediately  to  their  supervisors 
any  such  instructions  that  seem  to  manage 
or  suppress  the  news. 

6.  Supervising  editors  and  reporters  should  con- 
tact authorities  to  seek  guidance  —  not  in- 
structions "  on  the  use  of  telephones  or 
other  facilities,  the  reporting  of  negotiations 
or  p)olice  strategies. 

7.  Editors,  reporters,  and  photographers  should 
not  become  part  of  Uie  story,  should  not  par- 
ticipate in  negotiations  and  should  not  ask 
terrorists  about  deadlines. 

8.  The  senior  supervisory  editor  should  deter- 
mine what  ~  if  any  -  information  should 
be  withheld  or  deferred  after  consultation 
with  reporters  and  appropriate  authorities. 

9.  The  constant  objective  should  be  to  provide 
a  credible  report  without  hampering  author- 
ities or  endangering  life. 
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